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OBJECT. 

*‘Tbe  object  of  the  League  will  be  to  urge  upon  the  British  Government  the 
necessity  of  co-operating  with  other  leading  Nations  for  the  establishment,  by 
International  Agreement,  of  the  free  coinage  of  Gold  and  Silver,  at  a fixed  ratio,” 
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S T A T P:  M E N T . 


Until  the  year  1873  the  ratio  at  which  Gold  and  SiLei 
were  interchangeable  was  steady,  because  the  Mints  of 
France  and  other  European  countries  were  open  to  all  the 
world  for  the  unlimited  coinage  of  both  metals  on  the  fixed 

basis  of  15^  Silver  to  1 of  Gold. 

Owing  to  this,  the  par  of  exchange  between  Gold  and 
Silver  Standard  countries  kept  practically  uniform,  and 
Silver,  as  fully  as  Gold,  performed  the  functions  of  mone}' 
throughout  the  world. 

The  action  of  England  in  1816,  in  adopting  the  single 
Gold  Standard,  did  not  disturb  the  steadiness  of  the  ratio 
between  the  two  metals,  so  long  as  the  Continental  flints 
remained  open  to  Silver;  but  when  Germany,  in  18/3, 
decided  to  adopt  the  single  Gold  Standard,  the  old  equili- 
brium Avas  destroyed,  because  France  and  the  other  Bi- 
metallic  countries,  in  view  of  the  heavy  sales  of  Silver 
made  by  Germany,  suspended  their  free  coinage. 

This  action  caused  the  price  of  Sih^er,  as  quoted  in  Gold, 
to  fall,  and  it  has  since  fiuctuated  violently,  affecting  all 
international  exchanges  between  Silver  Standard  and  Gold 
Standard  countries.  In  the  case  of  India  the  Rupee, 
formerly  worth  about  2s.,  has  gradually  dropped  to  Is.  Gd. 
in  Englisli  money,  with  increasing  uncertainty  as  to  its 
prospective  exchangeable  value  as  against  Gold. 

The  substitution  of  Gold  for  Silver,  and  the  greater 
amount  of  exchange  work  that  is  in  consequence  thrown 
upon  the  diminishing  supplies  and  stock  of  Gold,  has  led 
' to  the  appreciation  of  the  latter  metal,  and  a fall  in  prices 
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of  commodities,  as  measured  in  Gold,  which  is  everywhere 
visible,  and  everywhere  baneful  in  its  effects  upon  com- 
merce, as  well  as  upon  manufacturing  and  agiicultural 
industry. 

Convinced  of  the  evils  resulting  from  existing  conditions 

o o 

of  our  Monetary  System,  and  of  the  hindrance  to  trade 
and  agriculture  which  are  largely  due  to  the  disturbed 
relation  between  Gold  and  Silver,  we  appeal  to  evervone 
for  co-operation  in  carrying  out  the  object  proposed  by  the 
League. 

o 

There  is  every  encouragement  to  press  the  matter, 
seeing  that  America,  France,  and  Germany  are  williup-  and 

^ CD 

eager  to  co-operate. 

These  Powers,  however,  will  not  move  without  Eno-land, 
and,  under  an  erroneous  conce])tion  ol  the  adv'antages  of  a 
single  Gold  Standard,  the  English  Government  till  now  has 
stood  aloof. 

It  is  necessary,  therefore,  to  ])romote  tlie  iiitellio-ent  dis- 
cussion  of  the  subject  in  this  country,  and  to  bring  the 
force  of  public  opinion  to  bear  upon  our  Government  so 
that  England,  instead  of  being  a barrier  in  the  way  of  an 
IntGriiatioiiajl  Convention,  may  take  her  due  sliare  in  the 
settlement  of  a question  so  vital  to  the  well-beino*  of  the 
Empire  and  so  essential  to  the  interests  of  Commerce 
everywhere. 

Any  further  information  concerning  the  League  may  be 
obtained  from  the  Secretary,  who  will  also  acknowledge 
Subscriptions  and  Donations. 

The  League  will  comprise  Members  and  Associates,  the 
Annual  Subscription  of  the  former  being  One  Guinea,  and 
the  latter  2s.  6d. 


PREFATORY  NOTE. 


The  following  papers  were  published  in  the  Scotsman  last 
month,  as  signed  articles,  and  I am  alone  responsible 

tor  the  opinions  expressed.  I think  it  right  to  mention 
that  at  the  time  the  articles  were  written  I had  no  con- 
nection with  the  Bi-metallic  League,  and  they  were  in- 
tended simply  to  place  before  the  public,  as  clearly  as  1 
could,  tlie  principal  ]:>oints  in  the  controversy  from  an 
independent  point  of  view. 

J.  S.  X. 
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PROFESSOE  NICHOLSON  ON  THE  SILVER 

QUESTION. 


1.— PRELIMINARY. 

Practical  Importance  of  the  Question. — Currency 
questions  are  apt  to  be  regarded  by  the  general  public  as 
neither  interesting  nor  intelligible,  especially  when  for  a 
considerable  time  the  country  has  enjoyed  the  benefits  of  a 
good  coinage  and  a sound  system  of  credit  and  banking.  It 
may  be  doubted,  however,  whether  any  economic  event  has 
such  wide-reaching  and  important  consequences  as  a serious 
monetary  disturbance.  A bad  harvest,  a great  war,  or  a 
revolution  in  production  may  affect  special  classes  severel}", 
and  indirectly  injure  other  interests,  but  the  effects  will  be 
limited  compared  with  those  of  a great  change  in  the 
stability  or  efficiency  of  the  circulating  medium.  This 
becomes  at  once  evident  Avhen  it  is  remembered  that  in  a 
highly-civilised  modern  society  all  the  production  and 
distribution  of  wealth  depends  on  a complicated  and  vast 
series  of  contracts,  which  are  all  expressed  in  terms  of 
money.  Wages,  profits,  rent,  and  taxes  are,  with  a few 
unimportant  exceptions,  paid  and  received  in  money,  and 
must  in  consequence  be  influenced  by  any  change  in  its 
value.  The  importance  of  money  has  increased  with  the 
progress  of  society,  which  has  continuously  diminished  the 
sphere  of  barter  and  payments  in  kind,  and  under  present 
conditions  money  is  the  life-blood  of  industry  and  com- 
merce. We  find,  however,  recorded  in  the  history  of  the 
past  most  startling  instances  of  the  effects  of  contractions 
and  expansions  of  currency,  sometimes  due  to  natural 
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< auses  connected  with  the  fertility  of  the  mines,  at  others 
( aiisecl  directly  by  the  extravagance  and  imprudence  of 
Governments.  It  has  been  asserted  by  I’rofessor  Thorold 
logers  that  the  debasement  of  the  coinage  in  the  reigns  of 
Edward  VI.  and  Henry  VIII.  was  “potent  enough  to 
dominate  in  the  history  of  labour  and  wages  from  the 
I ixteenth  century  to  the  present  time,”  and  although  this 
dew  is  exao-frerated,  it  contains  a large  element  of  truth. 
The  effect  of  the  issues  of  (mignafs  by  the  French  Revolu- 
1 ionary  Government  at  the  close  of  last  century  has  been 
•\mll  expressed  in  the  sentence,  “Commerce  was  dead, 
betting  took  its  place.”  To  come  nearer  the  present  day, 
und  to  take  a more  pleasing  example  of  the  effects  of 
natural  causes,  such  a cautious  and  able  authority  as  the 
ate  Mr.  Newmarch  ascribed  the  marvellous  prosperity 
which  followed  the  discoveries  of  gold  in  Australia  and 
California  largely  to  the  stimulating  effects  of  the  increase 
n the  supply  of  the  world’s  coinage. 

It  would  be  easy  to  extend  the  list  of  examples  illustra- 
,ive  of  the  magnitude  of  the  results  of  measures  and  events 
iffecting  the  currency  of  different  nations,  but  perhaps  it 
nay  be  thought  that,  seeing  this  country  only  uses  Silver 
;o  a small  extent,  and  avowedly  as  mere  token  money,  the 
lepreciation  of  that  metal  can  be  of  little  importance  to 
ke  British  public.  There  could,  however,  be  no  greater 
nistake,  as  a consideration  of  the  various  interests  affected 
, ind  the  indirect  consequences  of  the  depreciation  will  at  once 
show.  It  must  be  remembered  that  not  only  is  Silver  at  pre- 
sent depreciated,  but  that  the  extent  of  the  depreciation  is 
: rom  month  to  month,  and,  indeed,  from  day  to  day,  uncer- 
tain, and  in  some  respects  this  uncertainty  is  more  injurious 
than  the  actual  depreciation,  for  obviousl}'  this  uncertainty 
ipplies  to  all  contracts  expressed  in  terms  of  Silver.  The 
nost  obvious  effect  of  this  ffuctuating  depreciation  is  the 
■estraint  imposed  on  our  trade  and  general  commercial 
: ’elations  with  Silver-using  countries.  Suppose,  for  example. 
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that  a Iffanchester  merchant  sells  cotton  goods  in  India  for 
a certain  number  of  rupees,  it  may  happen  that  a sudden 
fall  in  Silver  will  more  than  neutralise  his  expected  profit. 
It  may  be  rejoined  that  he  can  make  his  bargain  in  Gold  ; 
but  the  only  effect  will  be  to  throw  the  loss  on  the  native 
• iealer  or  on  some  middleman,  and  the  discouragement  to 
trade  will  be  equal.  It  is  (juite  ob\ffous  that  so  long  as 
any  credit  is  given  some  one  must  Ijear  the  risk  of  a 
further  depreciation  of  silver.  Again,  for  similar  reasons, 
the  investment  of  British  capital  in  the  Silver-using 
countries  is  hindered,  because  the  capitalist  is  uncertain 
what  will  be  the  value  of  the  return  when  converted  into 
Gold.  In  this  case,  again,  it  may  be  said  that  the  borrow- 
ing country  must  bear  the  risk,  and  borrow  in  Gold  and 
pay  interest  in  the  same  metal,  but  the  additional  risk 
involved  will  tend  equally  to  check  the  borrowing.  It  has 
recently  been  pointed  out  l)y  Mr.  Barbour,  the  financial 
secretary  to  the  Government  of  India,  that  India  can 
borrow  in  Gold  nearly  | per  cent,  cheaper  than  it  can 
borrow  in  Silver,  but  then  the  risk  is  considerable.  Already 
the  annual  burden  of  the  Interest  on  Indian  Government 
'lebts  payable  in  this  country  has  increased  by  an  amount 
reckoned  at  £4,000,000,  owing  to  the  cost  of  converting  the 
Silver  obtained  as  revenue  into  Gold. 

Apart  from  the  evils  of  fluctuations,  it  is  generally 
maintained  by  Bi-metallists  that  the  mere  fact  of  deprecia- 
tion must  act  as  a stimulus  to  exports  from,  and  a check  on 
imports  to,  the  Silver-using  countries.  And,  if  general 
prices  as  measured  in  Gold  in  the  Gold-using  countries  had 
not  fallen,  or  prices  measured  in  Silver  in  the  Silver 
countries  had  not  risen,  in  proportion  to  the  depreciation, 
this  would  undoubtedly  be  the  case.  For  under  these  con- 
ditions the  imports  from  England  to  India,  for  example, 
would  obtain  only  the  same  amount  of  Silver  as  before,  in- 
volvung  a loss  of  20  per  Cent,  on  remittance ; whilst  exports 
from  India  selling  at  the  old  Gold  prices  in  this  country 
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would  be  worth,  reckoned  in  Silver,  20  per  Cent.  more.  It 
will,  however,  be  shown  later  that,  although  a general  rise 
of  prices  in  the  Silver  countries  was  tlieoretically  in  the 
highest  degree  improbable,  and  as  a matter  of  fact  has  not 
occuiTed,  on  the  other  hand  a general  fall  of  prices  in  the 
Gold  countries  has  certainly  occurred,  and  might  have  been 
anticipated.  Accordingly,  exports  from  India  obtain  fewer 
Gold  pieces  than  before,  and  the  diminution  in  quantity 
neutralises  the  increase  in  value  reckoned  in  Silver  ; and, 
similarly,  imports  to  India  are  not  checked,  because  the 
Silver  obtained  exchanges  for  as  much  Gold  as  could,  owing 
to  the  general  fall,  be  obtained  for  them  in  any  Gold- using 
country. 

This  consideration  naturally  leads  up  to  an  aspect  of  the 
Silver  question  which  must  be  of  interest  to  all  classes  of 
the  community.  The  direct  effects  of  the  depreciation  of 
Silver  and  the  injury  caused  indirectly  to  our  trade  with 
Silver  countries,  great  as  they  may  be,  only  appear  to 
touch  lightly  the  pockets  and  the  feelings  of  the  general 
public.  But  the  general  fall  in  prices,  which  is  the  most 
prominent  feature  of  the  present  depression  of  trade, 
appeals  to  everyone ; farmers  cannot  pay  their  rents,  land- 
lords cannot  meet  the  interest  on  their  mortgages,  the 
profits  of  manufacturers  are  vanishing,  and  a general  fall 
in  money  wages  seems  inevitable.  How  much  of  this  fall 
in  j)rices  is  due  to  the  same  causes  which  have  produced 
the  depreciation  of  Silver  must  be  left  for  subsequent 
investigation ; but  it  is  easy  to  see,  from  principles  of  a 
most  general  nature,  that  the  general  fall  in  Gold  prices — 
in  other  words,  the  appreciation  of  Gold — is  closely  con- 
nected with  the  depreciation  of  Silver.  The  market  value 
of  every  commodity  obviously  depends  on  the  demand  and 
supply  : increase  the  demand  or  diminish  the  supply,  value 
rises,  and  in  the  converse  case  falls.  Now,  the  demonetisa- 
tion of  Silver  by  some  countrie.s,  and  the  suspension  of 
Silver  coinage  by  others,  has  not  only  increased  the  sup[)ly 


of  Silver  bullion,  but  has  increased  equally  the  demand  for 
Gold  for  coinage  purposes.  Thus  we  find  that  the  same 
causes  which  have  depreciated  Silver,  compared  with  Gold, 
have  appreciated  Gold  compared  with  things  in  general. 
The  same  conclusion  is  arrived  at  by  regarding  the  ques- 
tion in  a slightly  different  manner.  The  precise  relation 
subsisting  between  the  quantity  of  money  in  circulation 
and  the  general  level  of  prices  is  very  difficult  to  determine, 
especially  with  a complicated  system  of  credit,  but  there 
can  be  no  doubt  whatever  that  the  general  level  of  prices 
depends  on  the  quantity  of  money  and  the  work  it  has  tt> 
perform  in  moving  commodities.  The  mere  substitution  of 
Gold  for  Silver  will  not  of  itself  affect  the  general  con- 
ditions governing  the  work  to  be  done  by  money — such  as 
the  population,  the  amount  of  transactions,  the  use  of 
credit  substitutes.  If,  then,  the  other  conditions  remain 
essentially  the  same,  whilst  Gold  has  to  do  the  work  for- 
merly done  by  Silver,  a fall  in  prices  is  inevitable.  As  a 
matter  of  fact,  the  other  conditions  are,  on  the  whole, 
changing  in  such  a way  as  to  increase  the  amount  of  the 
work  to  be  done  by  Gold,  and,  apart  from  the  demonetisa- 
tion of  Silver,  a fall  in  Gold  prices  is  in  progress.  It  may, 
however,  be  stated  that  the  extra  demands  for  Gold  for 
coinage  purposes  have  been  estimated  at  £200,000,000, 
which  is  probably  more  than  a quarter  of  the  total  amount 
of  Gold  coinage  in  the  civilised  world.  Besides  this,  these 
demands  have  been  both  sudden  and  uncertain,  so  that 
there  can  be  no  doubt  that  the  diminution  in  the  use  of 
Silver  as  coinage  is  one  of  the  most  potent  causes  of  the 
general  fall  of  prices  in  Gold-using  countries.  It  is  hardly 
necessary  to  repeat  the  injurious  consequences  which  ensue 
from  the  passage,  especially  at  an  uncertain  rate,  from  a 
high  to  a low  level  of  prices.  The  fall  in  the  prices  of 
commodities  inevitably  leads  the  capitalists  either  to  re- 
strict production  or  to  attempt  to  diminish  its  cost  by 
lowering  money  wages.  In  the  first  place,  the  labourers 


4 


G 


■suffer  from  inconstancy  of  employment  ; and,  secondly,  it 
:s  well  known  that  strikes  are  much  more  frecpieiitly 
idopted  to  prevent  a fall  than  to  caust3  a rise  in  wages. 
Again,  the  position  of  all  debtors,  including  Government, 
is  rendered  much  more  burdensome.  Ilevenue,  whether 
private  or  jmblic,  falls  oif ; but  there  is  no  fall  in  the  legal 
obligations  which  have  been  incurred  to  pay  interest.  If 
the  fall  in  prices  were  slow  and  steady,  time  would  be 
allowed  for  readjustment  to  the  new  order  of  things  ; but 
when  the  fall  is  rapid,  and  the  extent  of  its  further  pro- 
gress is  uncertain,  it  is  impossible  to  avoid  serious  dis- 
location of  the  "reat  industrial  machine.  How  far  the 
governmental  action  of  one  or  more  nations  is  capable  of 
remedying  these  evils  must  be  left  for  a future  paper  ; 
at  present  it  is  sufficient  to  point  out  generally  that  the 
depreciation  of  Silver  and  the  fall  in  prices  have  been 
mainly  caused  by  legislation,  and  that  further  legislation 
of  the  same  kind  is  at  least  possible,  with  the  consequence 
of  a still  greater  depreciation  of  Silver  and  fall  in  general 
prices.  Accordingly,  the  British  public,  in  spite  of  Gold 
being  its  standard,  will  find  that  the  Silver  question  is  of 
as  much  importance  to  this  country  as  to  Silver-using 
countries.  In  many  respects,  indeed,  the  Gold  countries 
have  much  more  cause  for  apprehension. 


II.— MEANINGS  OF  TEEMS. 

In  the  first  paper  of  this  series  I attempted  to  show  that 
the  Silver  Question  involves  matters  of  interest  to  nearly 
all  classes  of  the  community.  Many,  however,  who  are 
(|uite  willing  to  admit  their  concern  in  anything  which  can 
be  supposed  to  cause  a general  fall  in  prices,  shrink  from 
the  difficulties  of  understanding  what  seems  in  its  nature 
necessarily  obscure  and  difficult.  It  certainly  cannot  be 
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denied  that  the  subject  of  currency  is  one  of  the  most 
difficult  in  Political  Economy  ; but  on  the  other  hand, 
although  difficult,  the  general  principles  to  be  applied  are 
certainly  capable  of  clear  and  precise  statement,  and  the 
theory  of  money  has  made  enormous  advances  since  the 
Directors  of  the  Bank  of  England,  in  1810,  gave  answers 
which,  as  Baijehot  said,  have  become  classical  by  their 
nonsense.  Any  one  who  will  take  the  trouble  to  notice 
carefully  the  meanings  of  the  terms  used,  and  to  get  clear 
and  distinct  ideas  of  what  these  terms  stand  for,  will  be 
able  to  follow  and  appreciate  the  arguments  advanced  on 
either  side  of  a currency  question.  In  all  economic  problems 
it  is  very  important  to  state  accurately  the  meanings  of 
the  terms  employed.  In  many  cases  the  language  of  econo- 
mists is  also  the  language  of  the  people,  and  in  ordinary 
speech  words  are  often  used  in  different  senses.  So  long 
as  the  meaning  intended  is  made  clear  by  the  context  no 
harm  is  done,  but  when  this  is  not  the  case  ambiguities 
and  fallacies  are  sin-e  to  arise.  Accordingly,  at  the  risk  of 
repeating  what  is  familiar  to  all  Avho  have  studied  Political 
Economy,  I shall  first  of  all  point  out  the  precise  meaning 
which  will  be  attached  to  some  particular  terms  in  these 
pajDers,  only  premising  that  the  definitions  given  are  those 
now  generally  adopted  by  economic  authorities. 

The  AkvLUE  of  Gold. — By  the  value  of  Gold  is  meant 
simply  its  exchange  value  or  purchasing  powmr.  Every 
one  knows  that  at  different  times  a sovereign  will  purchase 
different  (pantities  of  commodities.  If  at  any  time  its 
purchasing  power  is  great — in  other  words,  if  there  is  a 
general  low  level  of  prices — then  the  value  of  Gold  is  huj/i. 
If,  on  the  other  hand,  general  prices  are  high,  then  the  value 
(jf  Gold  is  Io(i\  By  business  men,  however,  the  phrase 
‘‘  value  of  Gold”  is  sometimes  used  in  this  sense,  but  some- 
times it  is  used  with  quite  a different  meaning — that  is,  as 
equivalent  to  the  rate  of  interest,  and  especially  the  Bank 
rate ; in  other  words,  they  mean  by  the  “ value  of  Gold  ’ 
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the  price  paid  for  its  use  for  a certain  period.  At  a latter 
stage  it  will  be  necessary  to  explain  that  the  rate  of 
interest — the  rate  at  which  traders  can  discount  their  bills 
or  otherwise  obtain  advances — often  has  an  important  effect 
on  tlie  prices  of  commodities,  A very  high  rate  may 
cause  a fall  in  prices  ; and  a low  rate  may  in  some  cases 
cause  a rise  ; but  the  two  things  are  absolutely  distinct, 
and  it  is  quite  possible,  and  indeed  common,  to  have  a low 
rate  of  interest  with  a low  level  of  prices — that  is  to  say, 
a low  value  of  Gold  in  the  sense  of  ijiterest,  and  a high 
value  in  the  sense  of  purchasing  power. 

Price  of  Gold. — It  is  necessary  to  distinguish  not  only 
between  the  two  meanings  of  value  of  Gold  just  noticed, 
but  these,  again,  must  both  be  distinguished  from  the 
of  Gold.  The  price  of  Gold  simply  means  its  exchange 
value  reckoned  in  terms  of  money.  It'  tins  money  were 
some  other  metal,  e.g.,  Silver,  or  it  it  were  inconvertible 
paper,  then,  of  course,  the  price  of  Gold  would  be  subject 
to  variation.  If  Silver  were  very  abundant,  or  if  the 
issues  of  inconvertible  paper  had  been  excessive,  then  the 
price  of  Gold  would  l)e  high,  and,  relativel}^  to  Gold, 
Silver  or  paper  would  be  depreciated,  and  there  would  be 
a premium  on  Gold.  Put  if  the  currency  is  itself  Gold, 
or  based  on  Gold — if,  in  other  words.  Gold  is  the  standard 
of  value,  then  the  price  of  Gold  is  purely  conventional : 
it  is  fixed  by  Act  of  Parliament,  and,  so  long  as  the 
currency  is  of  full  weight  and  fineness,  must  remain  in- 
variable until  the  Act  is  changed.  The  price  of  an  ounce 
of  Gold  simply  depends  on  the  number  of  sovereigns  into 
which,  according  to  the  Act,  it  must  be  coined ; at  present 
an  ounce  of  Gold  is  coined  into  three  sovereigns,  and  there 
is  an  amount  left  over  equal  to  l7s.  lOId.  The  old  way  of 
expressing  it  was,  that  twenty  pounds  weight  troy  of  Gold 
was  always  to  be  coined  into  934  sovereigns  and  one  half- 
sovereign.  Of  course,  if  Government  made  a charge  for 
coining  there  would  be  a little  difference,  and  even  if  no 


charge  is  ostensibly  made  there  is  a loss  of  interest  whilst 
the  coin  is  being  made,  and  a certain  amount  of  trouble 
involved,  so  that  for  Gold  taken  to  the  Bank  of  Pngland 
only  £3  17s.  9d.  is  received  per  oz.  But,  disregarding  the 

' expense  of  coining,  the  price  of  Gold  reckoned  in  Gold 

coins  is  invariable. 

Appreciatiox  of  Gold. — When  we  speak  of  the  appre- 
ciation of  Gold,  what  we  mean  is,  that  in  the  countries 
using  Gold  as  currency  the  general  level  of  prices  has 
become  lower — in  other  words,  that  a given  Gold  coin  will 
purchase  more  commodities,  or,  conversely,  that  com- 
modities will  bring  fewer  pieces  of  Gold.  Accordingly,  it 
is  unmeaning  to  speak  of  the  general  fall  in  prices  being- 
caused  by  the  appreciation  of  Gold ; the  two  expressions 
in  countries  with  Gold  currencies  mean  precisely  the  same 
thing.  Diminished  production  and  increased  demand  for 
Gold  are  simply  causes  of  its  appreciation ; just  as  are 
also  the  growth  of  population  and  the  increase  in  the  tran- 
sactions to  be  effected  by  Gold. 

* Price  of  Silver. — In  countries  which  use  Gold  as  the 

standard  of  value,  Silver  is  considered  simply  as  a com- 
modity, and  its  price  measured  in  Gold  money  varies 
according  to  the  demand  and  supply.  For  seventy  years 
from  1803,  the  price  of  Silver  in  London  oscillated  frac- 
tionally about  Old.  per  ounce,  but  since  then  wide  fluctua- 
tions have  occurred,  the  quotation  at  present  being  under 
47d.  The  causes  of  the  former  stability  and  the  present 
fluctuating  depreciation  will  be  examined  later.  It  may, 
however,  be  stated  here  that  this  fluctuation  in  the  price  of 
Silver  has  caused  a good  deal  of  misapprehension  on  the 
subject  of  Bi-metallism,  which  is  the  next  term  requiring 

I careful  definition. 

Bi-metallism. — Perhaps  the  best  v'ay  of  arriving  at 
the  true  meaning  of  Bi-metallism  is  to  consider,  in  the 
first  place,  the  requisites  and  functions  of  the  monetary 
system  with  which  we  are  familiar.  In  the  first  place. 
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ihe  State  undertakes  to  coin,  free  of  charge,  any  Gold 
1 irought  to  the  Mint,  In  the  same  way,  under  a Bi-metallic 
system,  the  State  would  coin  freely  any  amount  of  Silver 
as  well  as  Gold.  Secondly,  the  State  determines,  under 
iiur  present  system,  how  many  coins  are  to  he  made 
Tom  a given  weight  of  Gold.  Similarly,  under  Bi-metallism 
1 he  State  must  also  determine  how  many  Silver  coins  are 
1 o he  made  from  a given  weight  of  Silver.  Thirdly,  under 
( ur  Gold  standard,  with  its  subsidiarv  coins  of  Silver  and 

t/ 

Bronze,  the  State  declares  the  proportions  in  which  the 
loken  coins  are  to  exchange  for  Gold,  an.I  what  is  to  con- 
^ titute  “ legal  tender  ” in  the  interpretation  of  private 
contracts  expressed  in  terms  of  money,  in  the  payment  of 
laxes,  and  in  Government  expenditure.  For  example,  a 
jierson  who  has  to  make  a payment  of  has  the  option 
( f paying  two  sovereigns  or  forty  shillings,  or  partly  in 
< lold  and  partly  in  Silver,  and  partly  in  Bronze.  Similarly, 
under  Bi-metallism  the  State  must  allow  Silver  to  he 
‘ legal  tender  ” to  the  same  extent  as  Gold,  and  must 
j ccept  it  equally  in  taxes.  It  follows  that  it  must  also 
c.eclare  how  many  Silver  coins  are  to  he  equal  in  value 
t D a Gold  coin— in  other  words,  it  must  fix  the  ratio  of 
exchange  between  Gold  and  Silver  coins.  Under  the 
Bi-metallic  system  which  prevailed  in  France  during  the 
.‘■eventy  years  already  mentioned,  in  which  the  price  of 
Silver  in  London  was  stable,  the  ratio  adopted  was  15^  to 
] — that  is  to  say,  a given  weight  of  Gold  coins  was  legally 
equal  in  value  to  15b  times  that  weight  of  Silver.  There 
was  no  interference  with  the  market  rates  of  Gold  and 
Silver  bullion.  Any  man,  if  he  chose,  and  if  he  could 
1 ave  found  a purchaser,  could  have  sold  in  France  an 
( unce  or  a ton  of  Silver  (say,  after  the  iliscovery  of  the 
p’eat  Gold  mines  in  Australia  and  California,  and  when 
c epreciation  of  Gold  was  anticipated)  for  a greater  number 
(.  f Gold  coins  than  the  fixed  ratio  indicated.  It  is  quite 
Iruc  that  Bi-nietalli,sts  maintain  that  if  Gold  and  Silver 


» 


1 


n 


are  freely  coined  at  a fixed  ratio,  this  ratio  will  also  j>rar- 
tica//^  determine  the  market  rates  of  exchange;  but  they 
say  it  will  only  do  so  imlh'ocfhj,  by  operating  on  the  demand 
and  supply  of  the  precious  metals — they  do  not  ask  for, 
or  profess  to  require,  any  legislative  regulation  of  the 
market  rate.  Fender  what  conditions  (if  any)  this  anti- 
eijmtion  would  be  realised,  and  Bi-metalli.sm  effectively 
maintained,  is  the  principal  problem  in  the  Silver  question, 
and  will  be  examined  presently.  In  the  meantime,  one 
other  term  often  used  in  the  present  controversy  requires 
notice — namely,  the  “ index  numbers”  by  which  moyemeuts 
in  prices  are  measured. 

Index  Numbers. — It  is  always  a difficult  practical  pro- 
blem to  determine  whether  there  has  been  a general  rise  or 
fall  in  prices,  and  the  extent  of  the  change ; because,  vdiile 
some  things  may  haye  fallen  in  price,  others  may  have 
risen — a sovereign  may  purchase  more  bread  and  less  meat, 
more  cloth  and  less  platinum,  and  so  on.  It  is  quite  obvious 
that  we  cannot  take  into  account  all  commodities  ; Ave  can- 
not possibly  arrive  at  a full  and  complete  estimate  of  the 
general  purchasing  poAver  of  a soA'ereign  ; all  that  avo  can 
do  is  to  take  certaiii  representatiAm  commodities.  It  Avill  lu' 
best  to  choose  articles  that  bulk  largeh'  in  the  commerce  of 
the  Avorld — the  staple  articles  of  trade — and  it  Avill  be  better 
to  take  raAv  materials  than  manufactured  articles.  But  the 
prices  of  articles  are  measured  according  to  different  units 
of  weight  and  measurement,  so  that  some  method  must  be 
adopted  for  bringing  them  to  a common  standard.  The 
simplest  plan,  and  one  that  is  quite  sufficient  AAdien  the 
changes  in  prices  have  been  considerable,  is  that  AA'hich  for 
many  yeans  has  been  adopted  in  the  annual  commercial 
revicAV  of  the  Economist.  According  to  this  method,  the 
aA'erage  ])rices  of  a number  cf  selected  articles  were  deter- 
mined for  a period  of  five  years  (1815-50),  and  each  of  these 
prices  per  unit  taken  Avas  reckoned  at  100.  Thus  avc  might 
get  a pound,  or  a yard,  or  a gallon  as  the  original  unit,  but 
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tli3  price  per  unit  is  in  every  case  100.  Now  suppose 
clianges  occur  in  prices,  then  the  corresponding  change  is 
m irked  by  the  addition  to  or  substraction  from  this  100  of 
the  necessary  percentages.  In  general  we  find  movements 
in  opposite  directions,  and  the  resultant  or  general  move- 
m mt  is  determined  by  simple  addition  of  the  new  index 
numbers,  as  they  are  called.  Then  if,  as  in  the  Economist, 
2:  articles  are  taken,  the  addition  of  the  initial  index  num- 
bi  rs  would  be  2200.  If  at  any  time  the  aggregate  index 
m mbers  amount  to  more  than  2200,  a general  rise  is  said 
to  have  taken  place ; if  they  amount  to  less,  there  is  a 
g€  neral  fall.  It  is  quite  clear  that  the  calculation  is  very 
rough,  and  must  always  be  used  with  caution.  For 
e>  ample,  if  the  index  numbers  showed  a general  rise,  it 
w )uld  not  do  without  further  examination  to  say  that  the 
same  money  wages  would  purchase  less  commodities  for 
tie  use  of  the  labourers,  for  it  might  ha])pen  that  these 
ai  tides  had  fallen  in  price  on  the  whole.  There  can,  how- 
e^  er,  be  no  doubt  that  whatever  method  we  adopt,  a 
cr  nsiderable  fall  of  prices  has  taken  place  during  the  last 
t^'elve  years,  and  is  largely  due  to  tire  diminished  coinage 
of  Silver.  For  the  sake  of  illustration  a few  index  numbers 
may  be  quoted.  On  1st  January,  18G6,  the  following  were 
tie  index  numbers  of  particular  artich's : — Wheat  80, 
butcher’s  meat  129,  sheep’s  wool  144,  iron  100,  lead  123, 
cepper  122;  and  the  total  index  number  was  3564,  as  com- 
pjred  with  the  standard  2200.  It  should  be  remarked 
h(  wever,  that  this  very  high  figure  was  partly  due  to  the 
high  price  of  cotton  consequent  on  the  American  Civil  War, 
tl  e index  number  for  cotton  being  383,  cotton  yarn  308, 
cetton  cloth  222.  Comparing  with  1st  January,  1866,  the 
1ft  January,  1886,  we  have — 'Wheat  57,  hutcher’s  meat  106, 
sleep’s  wool  90,  iron  66,  lead  72,  copper  50,  and  the  total 
index  number  of  22  articles  has  fallen  to  2023,  which  is  the 
lowest  figure  for  any  year  since  the  calculations  have  been 
made. 
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III.  CAUSES  AFFECTING  THE  VALUE  OF  .MONEY 

OR  GENERAL  PRICES. 

For  the  sake  of  simplicity,  it  will  be  convenient,  in  the 
first  place,  to  consider  the  way  in  which  the  value  of  money 

^ t. 

is  affected  by  the  quantity  in  circulation,  Avithout  taking 
into  account  the  conditions  affecting  the  su})ply  of  this 
quantity,  such  as  the  cost  of  production  of  the  precious 
metals,  and  their  use  for  other  purposes  besides  coinage. 
In  fact,  in  order  to  see  clearly  the  effect  of  the  quantity  of 
money  on  prices,  it  is  best  to  eliminate  these  elements 
altogether,  and  to  take  for  illustration  an  inconvertible 
paper  currency,  in  which  the  quantity  issued  depends  solely 
on  the  will  of  the  Government.  A good  deal  of  confusion, 
from  which  even  so  clear  a thinker  as  Mill  did  not  alto- 
escape,  has  been  imported  into  this  subject  by  considering 
the  precious  metals  at  the  same  time  as  commodities  and 
as  money. 

Prices  as  Dependent  on  the  Quantity  of  Money. — 
There  is  no  propo.sition  better  established  in  political 
economy  than  that,  under  certain  conditions,  the  n/hie  of 
money  {i.e.,  the  general  level  of  prices)  varies  inversely  as  its 
qucuitity  maltiplied  by  its  rapidity  of  circulation.  If  the 
conditions  laid  down  are  rigorously  observed,  and  remain 
unchanged,  then  the  variations  in  prices  Avill  exactlv 
correspond  to  the  changes  in  the  quantity'  or  in  the 
rapidity  of  circulation  of  the  circulating  medium.  Briefly 
stated,  these  conditions  are  as  follows  : — 

(1.)  Money  must  be  the  sole  and  exclusive  medium  of 
exchange — that  is  to  say,  there  must  be  no  credit  and  no 
barter  ; or,  in  other  words,  money  must  pass  from  hand  to 
hand  at  every  transaction. 

(2.)  Money  must  be  only  of  use  as  a medium  of  ex- 
change ; in  other  words,  it  must  not  be  regarded  as  a 
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commodity  possessing  value  from  the  substance  of  which 
it  is  made,  so  as  to  be  liable  to  be  withdrawn  from  circula- 
t on  if  its  value  in  commodities  appears  too  low. 

(3.)  The  amount  of  transactions  to  be  effected  must 
r “main  the  same. 

It  is  easy  to  see,  under  these  highly  artificial  conditions, 
t iat  any  increase  in  the  quantity  of  money  must  be 
f(  Jlowed  by  a corresponding  rise  in  prices.  It  is  also  clear 
fiat  if  the  same  quantity  of  money  is  use<l  many  times  in 
efecfing  a given  amount  of  transactions,  this  will  be 
e {uivalent  in  its  effect  to  an  increase  in  quantit}’,  an<l  this 
h all  that  is  meant  by  the  misleading  phrase  “ rapidity  of 
c rculation.”  So  far  as  the  effect  on  general  prices  is 
c mcerned,  it  is  a matter  of  indifterence  whether  the  same 
iece  of  money  is  used  twice,  or  two  pieces  of  money  arc 
used  once.  Suppose  that  suddenl}*,  in  a sim2:)le  society 
V here  the  conditions  laid  down  hold  good,  the  money  of 
€ very  person  is  doubled ; then,  the  money  being  only  of  use 
f 31-  effecting  exchanges,  everyone  will  try  to  spend  tlu; 
money,  but  the  increase  in  demand  will  cause  jirices  to 
ivse  until  they  are  precisely  double  ; and  a little  refiection 
\fill  show  that  if,  instead  of  the  money  bcino-  doubled, 
every  piece  is  used  twice  where  before  it  vas  used  once,  the 
result  must  be  the  same.  I have  said  that  the  conditions 
recessary  to  make  the  change  in  }:)rices  var}'  exactly  with 
c langes  in  the  quantity  and  efficiency  of  money  are  highly 
a rtificial ; but  at  the  same  time  the  inlluence  of  the 
(.  uantity  and  efficiency  of  money  is  always  j^resent,  and 
C2casionally  it  is  the  only  element  of  inq^ortance,  and 
completely  outweighs  any  counteracting  causes.  Such,  for 
example,  is  the  case  when  a Government  makes  large  issues 
cf  inconvertible  joajoer.  We  find  that  every  increase  in 
c uantity  is  followed  by  a rise  in  prices,  until,  as  in  the 
i;sues  of  amrjnats  by  the  French  at  the  time  of  the  Revo- 
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assignat  becoming  less  than  1 -.30,000th  part  of  its  nominal 
value  loefore  the  issues  were  formally  cancelled. 

Cost  of  Productiox  as  Affecting  the  Value  of 
Metallic  Money. — Having  seen  the  connection  between 
the  quantity  of  money  and  prices  under  certain  simple 
conditions,  it  is  now  necessary  to  examine  the  effect  on  this 
relation  of  making  the  assum^itions  more  in  accordance 
with  the  actual  state  of  things.  First  of  all,  it  will  be  con- 
venient to  take  into  consideration  the  obvious  fact  that 
metallic  money — for  simplicity  we  may  say  gold  money — 
instead  of  being,  like  inconvertible  notes,  made  of  a 
substance  which,  as  a commodity,  possesses  little  or  no 
exchange  value,  is,  on  the  other  hand,  made  from  a suln 
stance  which  is  highly  prized  for  various  purposes  in  the 
arts  and  manufactures,  and  which  is  only  obtained  from 
the  mines  with  a considerable  expenditure  of  capital  and 
labour.  If  Gold  were  no  longer  used  for  coinage,  it  would 
2irobably  still  possess  a very  high  value  as  a commodity, 
People  would  still  jwefer  Gold  ornaments  of  all  kinds  to 
those  made  of  any  other  metal.  It  follows,  therefore,  that 
if  the  value  of  Gold  coins  liecamc  very  low — in  other 
words,  if  there  were  a very  great  rise  in  general  prices — 
there  would  be  a tendency  to  melt  down  the  coins  for  other 
jmrposes.  It  may  be  stated,  as  a general  law  applying  to 
all  commodities  with  a few  quite  unimportant  exception.?, 
that  a fall  in  the  exchange  value  will  increase  the  quantity 
demanded.  We  get,  iierhajis,  the  best  example  in  the 
remission  of  a tax,  which  lowers  the  price  of  an  article 
suddenly ; but  any  circumstance  which  leads  to  a fall  in 
relative  value  undoubtedly  tends  to  increase  consumption. 
If,  then,  the  value  of  Gold  fell,  the  use  of  Gold  for  the 
arts  would  increase ; a man  who  would  shrink  from  *^ivino- 
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the  equivalent  of  three  suits  of  clothes  or  six  hundred 
glasses  of  whisky  for  a gold  watch,  might  be  quite  willing 
to  give  a pair  of  boots  or  forty  glasses  of  whisky  if  his 
real  income — his  real  purchasing  power — remained  the 
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iame.  It  thus  becomes  quite  clear  that  one  check  to  the 
rise  of  prices  measured  in  Gold  is  found  in  the  value  of 
Grold  as  a commodity — its  value  for  other  ])urposes  of  which 
men  think  highly.  It  must,  however,  be  carefully  noted 
diat  this  check  will  only  operate  so  fai  as  it  causes  an 
actual  diminution  in  the  quantity  of  Gold  money.  So  long 
as  the  quantity  of  Gold  in  circulation  is  increased,  the 
other  conditions  remaining  the  same,  general  prices  must 
3ontinue  to  rise.  To  take  a practical  irase : great  Gold 
liscoveries,  by  increasing  the  quantity  of  Gold  coinage, 
would  tend  to  make  prices  rise  ; but  the  l ise  will  not  be  so 
^reat  as  it  otherwise  would  be,  because  the  use  of  Gold  for 
the  arts  will  be  stimulated  by  its  fall  in  value,  and  thus  the 
quantity  available  for  coinage  will  be  diminished. 

There  is,  however,  a much  more  direct  and  powerful 
check  on  the  rise  in  Gold  prices  imposed  by  the  actual 
conditions  of  supply.  Unlike  the  issues  of  notes  or  token 
money,  in  which  the  quantity  depends  on  the  will  of 
Governments,  the  quantity  of  Gold  money  can  only  be 
increased  at  a considerable  cost.  IMines  which  are  verv 
productive  and  easily  worked  furnish  only  part  of  the 
annual  supply ; and,  on  the  other  hand,  a certain  portion  is 
yielded  by  mines  which  it  only  just  pays  to  work,  and 
which,  to  adopt  classical  economic  language,  are  on  the 
‘ margin  of  cultivation,”  and  yield  their  supjdies  under  the 
most  “ unfavourable  circumstances,”  What,  then,  speaking 
generally,  are  the  limiting  conditions  which  determine 
whether  Gold  mines  of  a certain  productivity  will  be 
worked,  omitting,  of  course,  irrational  speculation  ? Clearly 
the  conditions  are  to  be  found  in  the  expenses  of  working 
compared  with  the  yield.  The  expenses  of  working  vary 
with  the  general  level  of  prices.  If  prices  are  high,  the 
wages  of  labour,  the  cost  of  implements  and  machinery, 
and  the  expenses  of  transport  will  also  be  high,  and,  there- 
fore, the  gold  produced  will  yield  a smaller  profit  than 
if  prices  were  low  ; and  if  the  expenses  of  working,  owing 
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to  a further  rise  in  prices,  become  greater,  the  profit  must 
become  still  smaller,  and,  if  the  rise  of  prices  continues, 
must  vanish.  It  follows,  then,  that  every  rise  in  general 
prices  tends  to  check  production  from  the  mines,  whilst 
every  fall,  b}"  rendering  a diminution  of  expenses  possible, 
tends  to  increase  and  extend  production.  It  will  thus  be 
seen  that  the  cost  of  production  of  Gold  only  operates  on 
general  prices  by  increasing  or  diminishing  the  annual 
suppl}'.  If,  for  any  reason  whatever,  the  value  of  Gold 
falls — if,  that  is  to  say,  general  prices  rise.  Gold  mining  is 
checked ; if,  on  the  other  hand,  general  prices  fall  or  the 
value  of  Gold  rises.  Gold  mining  is  encouraged.  Seeing, 
however,  that  a large  number  of  mines  yield  an  ample 
margin  of  profit,  and  considering  that  natural  fertility  is 
always  a most  important  element,  it  follows  that  even  con- 
siderable movements  in  general  prices  will  not  affect  very 
much  the  annual  supply.  But,  in  estimating  the  influence 
of  cost  of  production  on  the  value  of  Gold,  another  cir- 
cumstance of  great  moment  must  be  taken  into  account. 
Gold  is  by  nature  exceedingly  durable,  and,  owing  to  its 
high  value,  is  not  readily  lost  or  wasted ; whilst  from  the 
earliest  times  we  read  of  Gold  being  used  for  various  pur- 
poses. As  a necessary  consequence,  the  annual  supply 
bears  only  a small  pro23ortion  to  the  total  quantity  in 
existence.  It  has  been  calculated  that  the  afrsfreiiate 
Gold  coinage  of  the  civilised  world  amounts  to  about 
£800,000,000,  whilst  at  present  the  annual  suj^j^ly  is  only 
about  ^£20,000,000,  and,  in  spite  of  the  fall  in  prices  or  rise 
in  the  value  of  Gold,  has  been  diminishing  during  the  last 
ten  years.  These  figures  show  at  once  that,  under  present 
circumstances,  the  “ cost  of  production  at  the  worst  mine, 
which  it  just  j)ays  to  work,”  has  but  a small  influence  on 
the  quantity  of  Gold  coinage,  and,  through  it,  on  general 
jDi’ices.  Still  confining  the  attention  to  the  simplest  asjjects 
of  the  question,  and  omitting  for  the  present  the  other 
causes  affecting  general  prices,  we  see  that  although  the 
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cost  of  production,  coupled  with  the  natural  conditions  of 
supply,  imposes  an  almost  rigid  limit  to  a rise  in  prices, 
the  value  of  Gold  varies  in  a very  indirect  and  partial 
manner  with  varying  cost  of  production.  Whether  or  not 
the  “ worst  ” mine  Avill  continue  to  he  worked  depends,  no 
doubt,  altogether  on  the  expenses  of  working  (the  degree 
of  fertility  being  supposed  constant) ; but  it  is  grossly  to 
mistake  effect  for  cause  to  suppose  that  the  value  of  Gold 
depends,  except  as  regards  its  inferior  limit  just  noticed, 
on  the  cost  of  production  at  this  mine.  Cost  of  produc- 
tion can  only  affect  values  through  supply,  and  its  effect  is 
very  different  in  the  case  of  a commodit}'  which  is  practi- 
cally indestructible,  and  in  the  case  of  one,  such  as  corn,  of 
which  the  greater  part  of  the  annual  supply  is  consumed  in 
a year.  It  is,  however,  in  connection  Avitli  this  subject  that 
the  greatest  confusion  arises  in  currency  questions  in  gene- 
ral, and  the  Silver  question  in  particular.  How,  it  is  asked, 
can  there  possibly  exist  for  any  length  of  time  a stable  ratio 
of  exchange  boGveen  Gold  and  Silver,  when  the  “ normal  ” 
value  of  each  metal  is  determined  by  its  cost  of  production 
under  the  most  unfavourable  circumstances  ? The  answer 
is,  in  the  first  place,  that  even  when  Gold  and  Silver  arc 
regarded  simply  as  commodities,  cost  of  production  can, 
except  in  the  case  of  extraordinary  discoveries,  only  act 
sloAvly ; and,  secondly — a fact  Avhich  is  of  far  greater 
moment — that  the  value  of  metallic  money,  as  of  all  other 
money,  dej^ends  much  more  intimately  on  its  quantity 
than  is  the  case  with  any  other  commodity. 

Having  now  examined  the  effect  of  the  assumption  that 
the  money  is  made  of  a valuable  and  costly  material,  let  it 
be  further  assumed  that  instead  of  the  amount  of  trans- 
actions,  the  “ work  to  be  done  ” or  the  goods  to  be  moved 
by  money,  remaining  constant  Avhilst  the  quantity  of 
money  varies,  the  transactions  A^ary,  Avhilst  the  money 
remains  constant.  It  is  obvious,  by  parity  of  reasoning, 
that  if  the  Avork  to  be  done  increases,  prices  must  fall, 
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AA'hilst  if  it  diminishes  prices  must  rise.  Suppo.se,  for 
example,  tliat  instead  of  CA^ery  person’s  money  being 
doubled,  as  in  the  former  illustration,  the  goods  cA'eryone 
possessed  for  sale  Avere  doubled.  In  this  case,  double  the 
goods  bcino-  offered  a^’ainst  the  .same  amount  of  moneA", 
prices  must  fall  (other  things  remaining  the  same)  to  one 
half.  As  a practical  illu.sti’ation,  there  can  be  no  doubt 
that  the  liTcat  cfroAvth  in  the  Avorld’s  commerce,  the  increase 
in  the  AAmrk  to  bo  done  by  the  precious  metals  is  one  of 
the  principal  causes  of  the  present  fall  in  prices.  It  is 
also  easy  to  see,  as  briefly  stated  in  the  first  paper,  that  the 
increase  in  the  Avork  to  be  done  by  Gold  by  the  substitution 
(jf  Gold  for  Silver  coinage  must,  other  things  remaining 
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the  same,  have  brought  about  a general  fall  in  prices  in 
Gold-using  countries.  One  point,  hoAvever,  of  considerable 
difficulty  remains.  The  law  Avhich  connects  the  Auilue  of 
money  AAdth  its  quantity,  stated  in  the  abstract  form  giA^en 
aboA’O,  assumes  that  there  is  no  credit — that  all  transactions 
take  place  by  means  of  metallic  mone}’.  As  a matter  of 
fact,  as  every  one  knoAvs,  the  greater  part  of  AA'holesale 
trade,  at  any  rate,  is  carried  on  Avithout  the  direct  inter- 
A^ention  of  metallic  money.  The  effect  of  credit  on  prices 
AAull  be  considered  in  the  next  paper. 


IV.— THE  EFFECT  OF  CREDIT  OX  PRICES. 


In  the  last  paper  an  explanation  AA'as  offered  of  the  Avay 
ill  Avhich  prices  are  affected  by  the  quantity  of  money,  and 
there  can  be  no  doubt  of  the  substantial  accuracy  of  the 
explanation  in  an  industrial  system  in  which  credit  is 
practically  unknoAAm.  But  those  Avho  are  quite  ready  to 
admit  the  fundamental  importance  of  the  quantity  of 
money  in  determining  prices  in  this  case  are  often  inclined 
to  a.ssert,  or  at  least  su.spect,  that  in  a complex  society 
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where  credit  substitutes  for  money  are  largely  used,  the 
amount  of  actual  coin  is  a matter  of  tin;  very  smallest  im- 
portance. The  facts  in  support  of  this  view  seem  at  first 
sight  overpowering.  It  has  been  calculated  that  the 
clearincrs  of  the  Bankers’  Clearing-House  alone  in  England 
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exceed  0,000  millions  sterling  per  annum,  and  obviously 
these  are  only  a part  of  the  total  payments  of  the  whole 
countrv.  Sir  John  Lubbock  stated  some  time  ago  that 
99i  per  cent,  of  the  commercial  transactions  of  the  country 
were  efiected  by  means  of  credit  instruments,  and  without 
the  direct  intervention  of  coin.  Again,  the  total  coinage  is 
about  150  millions,  and  the  average  amount  kept  in  the 
Bank  of  England  (including  the  Reserve  against  notes)  is 
about  22  millions,  whilst  the  aggregate;  value  of  the  pro- 
perty of  the  country  is  probably  more  than  8,000  millions. 
It  seems  too,  at  first  sight,  that  just  as  there  is  no  limit  to 
the  rise  in  prices  due  to  the  issues  of  inconvertible  paper> 
except  the  will  of  the  Government  in  limiting  the  issues, 
so  also  there  is  no  limit  to  the  creation  of  credit  substitutes 
or  “ representative  money,”  as  it  has  been  called,  except 
the  will  of  bankers,  traders,  and  merchants.  It  is,  how- 
ever, quite  obvious  that  prices  depend  on  credit  to  a very 
great  extent,  as  every  commercial  crisis  shows ; and  unless 
some  connection  can  be  shown  between  the  amount  of 
coinage  and  the  quantity  of  representative  money,  the 
whole  theory  of  prices  as  dependent  on  the  precious  metals 
falls  to  the  ground,  and  the  Silver  question  may  follow  the 
land  question  to  the  planet  Saturn. 

There  are,  however,  ver}'-  real  limits  imposed  upon  a rise 
in  prices  due  to  an  expansion  of  credit  by  the  quantity 
of  metallic  money  which  a country  has  at  command.  In 
some  circumstances,  indeed,  the  diminution  of  the  supplies 
of  the  precious  metals  may  have  a much  more  rapid  and 
more  depressing  effect  on  prices  in  an  industrial  society 
with  a highly  developed  system  of  credit  than  in  a simpler 
system  in  which  credit  hardly  exists.  Every  banker 


\ 


I 


I 


21 


knows  that  if  by  any  chance  a sudden  foreign  drain  of 
Gold  to  the  extent  of  twenty  millions  were  ma<le  on  the 
Bank  of  England,  a panic  woubl  ensue,  in  which  the  fall 
in  prices  would  be  far  greater  than  the  mere  <liminution  of 
currency  would  imply.  And  in  the  same  way,  also,  as  will 
appear  in  the  sequel,  it  is  possible  that  the  addition  of  a 
certain  quantity  of  the  precious  metals  to  the  stock  of  a 
highly  complex  society  may  raise  prices  much  more  than 
would  bo  the  case  in  a society  in  which  exchanges  arc 
effected  mainly  by  coins.  In  examining  the  effect  of  credit 
in  prices  it  will  be  convenient  to  take  the  case  of  Great 
Britain,  in  which  credit  has  reached  the  highest  develop- 
ment yet  attained. 

First  of  all,  then,  we  must  remember  that  the  banking 
system  of  this  country — the  great  producer  of  representative 
money — rests  practically  upon  a Gold  basis.  Every  bank 
must  keep  a certain  reserve  against  its  liabilities,  an<l  taking 
the  system  as  a whole,  the  ultimate  banking  reserve  (so 
long  as  the  Act  of  1844  is  not  suspended)  depends  on  the 
Reserv’e  in  the  Banking  Department  of  the  Bank  of  England. 
Accordingly  the  vast  superstructure  of  banking  credit  has 
for  its  solid  foundation  a Reserve  which,  apart  from  the 
till-money  of  the  various  banking  establishments,  amounted 
last  week  to  less  than  £15,000,000  sterling.  In  case  of 
need,  no  doubt,  the  Bank  Act  would  be  again  suspended, 
which  would  practically  enable  the  Bank  to  avail  itself  of 
the  Gold  in  the  Issue  Department  (the  Reserve  against  notes 
above  a certain  amount),  but  the  total  amount  of  Gold  and 
Silver  in  both  departments  was  only  about  £22,000,000. 
The  Bank  rate  being  at  the  minimum  of  2 per  cent,  indicates, 
however,  that  this  Reserve  was  considered  by  the  Directors 
amply  sufficient.  It  is  easy  to  see  in  a general  way  that 
there  must  be  some  connection  between  the  amount  of  this 
Reserve  and  the  general  level  of  prices,  and  that  the  con- 
nectino;  link  is  found  in  the  rate  at  which  the  Bank  will 
make  advances.  In  times  of  panic,  for  example,  when  the 
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Reserve  has  often  reached  a very  low  point,  we  observe  the 
ettect  on  prices  in  a very  marked  manner;  the  Bank  of 
England  (holding  the  ultimate  Reserve)  practically  controls, 
the  market,  and  if  its  minimum  rate  is  very  high — say  10 
per  cent,  the  check  on  credit  transactions  is  immediate  and 
considerable,  and  witli  the  contraction  of  credit  prices  fall. 
Again,  to  take  an  example  from  the  opposite  extreme,  the 
great  Gold  discoveries  in  1851  caused  for  some  years  the 
Reserve  of  the  Bank  to  be  largely  augmented,  and  thus,  by 
enlarging  the  basis  of  credit  and  lowering  the  rate  of 
discount,  raised  general  prices.  It  might  then  at  tirst  sight 
be  imagined  that,  just  as  in  a simpler  state  of  things,  there 
is  a simple  connection  between  the  C|uaiitity  of  money  in 
circulation  and  the  level  of  prices,  so  in  the  more  compli- 
^ tliei  e is  an  equally  simple  relation  between 
the  banking  Reserve  and  the  level  of  })rices  through  the 
medium  of  the  Bank  rate.  It  might  be  thought  that  if  the 
Resei  \ e lises,  the  Bank  rate  falls  and  prices  rise;  and  on 
the  other  hand,  if  the  Reserve  declines,  the  Bank  rate  rises 
and  prices  fall.  It  may  be  admitted  at  once  that  there  is 
an  element  of  truth  in  this  view,  and  that  if  other  thing.s 
remained  the  same,  this  would  be  the  tendenev ; it  may 
be  granted,  also,  that  the  amount  t>f  the  Reserve  is 
always  a most  important  factor,  and  tliat  the  Bank  rate 
acts  like  a break  upon  credit  movements.  But  it  would 
be  a gross  error  to  suppose  that  the  relations  between 
the  Reserve,  the  Bank  rate,  and  prices,  are  simple  and  in- 
variable. 

(1)  In  the  first  jilace,  as  Mr.  Palgrave,  in  his  laboriou.'^ 
and  in\  aluable  work  on  the  Bank  rates  (>f  England,  Erance 
and  Germany  over  a period  of  forty  years,  has  shown,  there 
is  no  exact  connection  between  the  actual  amount  of  the 
Reserve  and  tlie  Bank  rate.  For  instance,  the  averag-e  held 
by  the  Bank  of  England  in  1868  was  mon;  than  £20,000,000, 
with  an  average  discount  of  2 per  cent.  ; the  holding  in  1872 
was  £22,000,000,  Avith  an  average  rate  of  per  cent. ; and 
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the  differences  shown  by  the  weekly  Returns  were  greater 
still.  Thus  7 per  cent,  was  charged  on  the  19th  November, 
1872,  with  nearly  twenty  millions  of  bullion  held,  whilst 
3 per  cent.  Avas  charged  on  the  4th  November,  1869,  Avith 
£18,000,000.  But  on  looking  at  the  proportion  of  the  bank- 
ing ReserA'e  to  the  Liabilities,  Ave  find  that  Avhilst  it  Avas 
44  per  cent,  of  these  at  the  earlier,  it  Avas  only  35  per  cent 
at  the  later  date.  It  is  then  not  so  much  the  actual  amount 
of  the  Resei’A’e,  but  the  proportion  of  ReserAm  to  Liabilities, 
A\diich  is  of  importance. 

(2) .  In  the  second  place,  it  must  be  remembered,  that 
although  the  Bank  of  England  holds  the  ultimate  ReserA’e, 
it  is  only  in  exceptional  times,  especially  of  late  years,  that 
it  completely  controls  the  market.  The  Bank  rate  is  neA'er 
loAvered  beloAV  2 per  cent.,  AAdiilst  in  the  open  market 
fractional  and  almost  nominal  rates  maA'  obtain.  It  is  thus 
(piite  possible  that  moA’ements  in  the  Bank  rate  may  not 
operate  on  prices  because  the  market  rate  is  not  sensibly 
affected. 

(3) .  Thirdly,  the  rate  of  discount  only  operates  on  price.s 
1 »y  acting,  as  has  been  said,  as  a break  on  credit  movements. 
It  may,  tlierefore,  readily  happen  that  a rate  of  interest, 
Avhich  may  be  extremely  burdensome  in  a state  of  depressed 
trade,  AAdien  profits  are  Ioav  and  the  outlook  is  gloomy,  may 
be  hardly  felt  in  the  of)posite  state  of  things.  Thus,  Ave 
A’ery  commonly  find  in  the  earlier  stages  of  an  inflation  of 
prices  that  the  rate  is  higher  than  in  the  dulness  AAdiich 
follows  a crisis.  This  is  a point  Avhich  ought  to  be  con- 
sidered by  those  Avho  deny  the  connection  between  the 
diminution  of  Gold  and  the  fall  in  prices,  on  the  ground 
that  for  the  last  ten  years  the  Bank  rate  has  been  beloAV 
the  aAmrage.  It  may  have  been  so,  and  yet  under  a Amry 
loAv  rate  of  profit  have  imposed  effective  re.straints  on  the 
expansion  of  credit  and  prices. 

(4) .  It  has  often  been  noticed,  and  is  the  principal  point 
in  a recent  essay  by  Mr.  Giffen,  that  fluctuations  in  the 
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rate  act  as  severel}^  as  would  a much  higher  rate  it* 
steady,  and  it  will  easily  be  seen  that  there  is  a close  re- 
semblance between  the  cttccts  of  a Huctuating  depreciation 
of  currency  and  a fluctuating  rate  of  interest. 

It  must  further  be  observ^ed,  in  considering  the  limits 
imposed  on  a rise  of  prices  due  to  the  expansion  of  credit, 
that  however  much  the  use  of  credit  instruments  may  be 
extended  and  currency  dispensed  with  by  the  extension 
of  the  che(|ue  system,  there  are  always  a large  number 
of  payments  which  can  only  be  effected  by  means  of 
cash.  In  England  generally,  and  in  Scotland  for  all 
sums  below  £1,  wages  must  be  paid  in  actual  coin,  and 
a considerable  amount  of  retail  transactions  can  only  be 
conducted  by  the  same  means.  Wholesale  transactions 
may  be  all  ultimately  settled,  so  far  as  one  country  is  con- 
cerned, by  simple  transfers  in  the  banking  accounts  of 
different  merchants,  but  their  smaller  payments  cannot  be 
met  so  readily.  Accordingly,  if  wholesale  prices  rise  owing 
to  an  expansion  of  credit,  they  will  soon  find  a ch  eck  in 
the  increased  payments  which  must  be  made  to  the  working 
classes,  and  the  increased  demands  for  currency  in  the 
retail  trades.  We  are  thus  again  brought  back  to  the 
effect  on  the  Bank  Reserves  as  the  immediate  cause  of  the 
check  to  the  rise  in  prices.  So  long  as  employers  of  labour 
can  obtain  supplies  of  currenc}^  from  the  banks,  wholesale 
prices,  and  with  them  wages,  may  continue  to  rise ; but 
as  the  Reserves  of  the  Bank  are  dispersed, arise  in  the  rate 
of  interest  must  take  place,  and  a check  will  be  placed  on 
the  rise  in  prices.  The  action  of  an  external  drain  is  in  all 
essential  respects  similar.  Suppose  that  owing  to  a great 
outburst  of  speculative  activity  a general  rise  in  prices 
occurs  in  this  country.  This  rise  in  prices  will  stimulate 
irhports  and  check  exports ; foreigners  will  rush  in  to  sell 
in  the  dearest  market,  and  will  diminish  their  purchases. 
But  on  balance,  international  payments  can  only  be  settled 
by  sending  the  precious  metals,  and  a drain  on  the  bank  for 
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remittance  abroad  will  act  much  more  rapidly  and  severely 
than  a drain  for  internal  purposes. 

It  would  be  easy  to  expand  and  amplify  this  part  of  the 
subject,  but  enough  has  been  said  to  make  the  general  con- 
clusion clear.  However  great  the  economies  in  the  use  of 
money  may  be,  the  real  limits  to  a rise  in  prices  through 
the  expansion  of  credit,  are  found  in  the  limited  supplies  of 
the  metallic  coinage.  It  follows,  then,  inevitably  that  the 
extensive  demonetisation  of  Silver  must  be  one  of  the 
principal  causes  of  the  present  fall  in  prices;  and  if  the 
use  of  Silver  as  moiiev  is  still  further  diminished,  a still 
greater  fall  of  prices  must  ensue.  It  may  be  difficult  to 
point  out  the  precise  manner  in  which  the  scarcity  of  Gold, 
relatively  to  the  demands  on  it,  may  have  acted.  It  is  cer- 
tainly not  enough  to  base  the  denial  of  the  potency’  of  this 
element  on  the  low  rate  of  discount  during  recent  years. 
A low  rate  may,  with  falling  prices,  be  more  burdensome 
than  a high  rate  in  the  converse  case,  and  a fluctuating  rate 
is  certainly  heavier  than  a steady  rate.  It  is,  moreover, 
extremely  probable  that  the  contraction  of  currency  has 
operated  directly.  The  present  depression  began,  and  is 
still  most  severely  felt,  in  the  undeveloped  countries  which 
have  borrowed  largely  and  which  produce  mainly  raw 
materials,  and  it  is  precisely  in  th^se  countries,  where  credit 
substitutes  for  money  can  be  used  only  to  a limited  extent, 
that  a contraction  of  currency  mu.st  be  directly  felt.  Under 
the  present  system  of  international  commerce,  in  which 
a movement  in  prices  is  at  once  reflected  from  one  country 
to  the  rest  of  the  world,  it  matters  little  at  what  particular 
point  the  pressure  is  first  applied.  Although  the  great 
commercial  centres  may  have  as  large  visible  supplies  of 
the  precious  metals  as  before  the  depression  began,  if  the 
countries  on  the  margin  of  the  commercial  world  are  feeling 
a dearth,  the  great  centres  will  be  indirectly  affected.  If 
the  view  here  given  is  correct,  it  is  wor.se  than  hopeless  to 
expect  a rise  in  prices  and  an  improvement  in  trade  from 
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the  opening  up  of  new  markets.  Every  extension  of  com- 
merce means  an  increased  demand  on  bullion,  and  unless 
the  new  markets  bring  out  new  supplies  of  this  inter- 
national commodity  a further  fall  in  prices  must  follow  the 
extension  of  international  trade. 


V.— ADVANTAGES  OF  BI-METALLISM. 

In  the  last  two  papers  I have  endeavoured  to  show  how 
the  value  ot  money  or  the  general  level  <)f  prices  depends 
on  the  quantity  of  what  the  Americans  would  call  “ hard  ” 
money.  However  vast  the  superstructure  of  credit  may 
be,  it  rests  on  a metallic  basis,  and  it  cannot  be  raised 
above  a certain  pitch  vdthout  toppling  over,  as  is  abund- 
antly illustrated  in  the  history  of  commercial  crises.  The 
juantity  of  money  acts  in  a twofold  manner.  In  the  tirst 
place,  a contraction  or  expansion  of  the  actual  circulating 
aiedium,  or  the  currency  passing  through  the  hands  of  the 
nass  of  the  people,  operates  directly  on  prices.  In  countries 
tvhere  substitutes  for  money  are  only  partially  and  rarely 
ised,  this  direct  action  is  obviously  the,  only  method  of 
’aising  or  lowering  prices.  In  India,  for  example,  at  any 
■ate  in  the  interior  of  the  country,  banking  is  in  a very 
feeble  and  rudimentary  stage,  and  prices  consequently 
( lepend  directly  on  the  currency.  AVhei  i we  consider  the 
' 'ast  area  and  the  immense  population,  it  is  at  once  clear 
1 hat  if  any  substantial  rise  in  general  prices  is  to  occur, 
'•ery  large  importations  of  Silver  must  be  made,  and  a 
( onsiderable  time  be  allowed  for  their  diffusion.  Ac- 

< ordingly,  there  ought  to  be  no  surprise  at  hearing  that 

< ;eneral  prices  in  India  have  not  been  materially  affected 
by  the  depreciation  of  Silver.  Unquestionable  statistics 
have  recently  been  given  on  this  point  by  Mr.  Barbour, 
fhe  Financial  Secretary  to  the  Indian  Government,  in 
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his  work  on  the  theory  of  Bi-Metallism.  Tlie  other  mode 
in  which  the  quantity  of  money  acts  on  prices  is  by  in- 
directly affecting  the  reserves  of  bank.s,  especially  of  the 
great  national  banks  in  the  great  commercial  centres.  It 
is  through  this  second  channel  that  prices  in  countries 
with  highly  complicated  systems  of  credit  are  most  in- 
fluenced ; and  in  this  case  it  is  clear  that  the  effects  may 
be,  and  probably  will  be,  both  more  sudden  and  more 
severe.  A drain,  for  example,  which  operates  first  on 
the  reserves  of  banks  will  have  a much  irreater  effect 
on  prices  than  if  the  amount  were  taken  by  a well- 
diffused  tax  directly  from  the  pockets  of  the  people. 

It  may  be  readily  granted,  and  has  never  since  the 
time  of  Adam  Smith  been  seriou.sly  disputed,  that  once  a 
certain  level  of  prices  has  been  definitely  e.stabli.shed, 
whether  this  level  is  high  or  low,  is  a matter  of  indifference 
— as  much  a matter  of  indifference  as  the  size  or  weight  of 
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the  coins  used.  If  old  obligations  were  extingui.shed  it 
would  not  matter  whether  prices  were  high  or  low.  But  it 
must,  at  the  same  time,  be  insisted  on  that  the  passage  from 
one  level  of  prices  to  another  is  accompanied  by  the  most 
serious  disturbances  of  all  industrial  and  social  arraii"-e- 
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mcnts.  Suppose  that,  owing  to  the  <liminution  in  metallic 
money  compared  with  the  work  to  be  done  by  it,  there 
■occurs  a general  fall  in  prices.  The  most  obvious  results — 
and  they  are  not  le.ss  serious  for  being  obvious — are 
ob.served  in  the  burden  imposed  on  all  debtors,  and  have 
already  been  alluded  to  in  the  first  paper.  But  there  are 
other  effects  which,  though  not  so  obvious,  are  equally 
important.  Apart  altogether  from  legal  obligations,  people 
become  accustomed  to  a certain  normal  level  of  prices.  It 
thus  becomes  possible  for  retail  traders  to  keep  up  prices 
after  wholesale  prices  have  fallen  without  the  knowled^'e 
of  their  customers,  and  competition  may  only  lead  to  a 
distribution  of  the  higher  rate  of  profit  among  a larger 
number  of  retail  traders.  But  if  an  attempt  is  made  to 
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veep  up  prices  in  this  way,  the  money  incomes  of  consumers 
leing  less,  a check  must  be  imposed  on  consumption.  In 
,he  same  way,  in  spite  of  a fall  in  wholesale  prices, 
abourers  will  be  reluctant  to  admit  that  a fall  in  money 
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yages  is  necessary,  and  in  this  way  a check  will  be  placed 
)n  production.  The  strikes  and  riots  occurring  in  different 
)arts  of  the  world  illustrate,  with  a lurid  light,  the  way 
n wliich  the  working-class  resent  a fall  in  wages  or 
discontinuous  employment.  If  the  fall  of  prices  is  very 
rradual  the  readjustment  may  be  made  without  much 
difficulty,  especially  owing  to  the  fact  that  fluctuations 
n credit  will  occasionally  cause  a temporary  rise  in  prices, 
and  these  oscillations  will  serve  to  conceal  and  mitigate 
he  eftects  of  the  cfeneral  fall.  But  when  the  transition  is 
abrupt  and  the  change  serious,  the  readjustment  of  com- 
nercial  relations  is  rendered  difficult.  It  must  also  be 
)bserved  that  in  this  case  the  effects  of  the  fall  will  not  be 
kit  equally  and  at  the  same  time  over  all  countries,  or 
ndeed  over  all  parts  of  the  same  country.  In  this  way 
.here  will  arise  a disturbance  of  the  world’s  production, 
lue  entirely  to  currency  changes  and  not  to  changes  in 
lormal  demand,  and  as  a consequence  there  will  be  partial 
)ver-production. 

This  part  of  the  subject  obyiously  admits  of  great  elabo- 
•ation,  but  enough  has  been  said  to  show  that  stability  of 
*alue  in  the  coinage  (at  least  as  against  a fall  in  prices)  is 
i in  essential  condition  of  industrial  prosperity. 

(1.)  This,  then,  is  the  first  advantagt;  claimed  for  Bi- 
netallism  as  against  Mono-metallism.  It  is  said  that  under 
,he  first  system,  so  far  as  currency  is  concerned,  prices  would 
■emain  more  steady.  This  yiew  is  supported  in  the  first 
)lace  by  an  aro-ument  derived  from  the  conditions  of  supply. 
1 there  is  a falling-off  in  the  supply  of  Gold,  for  example, 
t is  quite  possible  that  this  deficiency  may  be  compensated 
3y  an  increase  in  the  production  of  Silver,  and  even  if  there 
s no  such  increase,  the  deficiency  will  bear  a smaller  pro- 
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portion  to  the  mass  of  coinage  if  it  is  composed  of  two 
metals.  In  the  same  way  any  excess  being  spread  over  a 
larger  mass'will  raise  prices  less  than  if  there  were  a single 
standard.  A similar  argument  may  be  advanced  with  re- 
ference to  demand.  If  for  any  reason  there  arose  a pressure 
on  Gold — if,  for  example,  owing  to  the  increase  in  wealth 
it  became  in  greater  demand  for  the  arts,  the  effect  on  prices 
would  be  mitigated  in  the  same  way  as  if  there  were  a de- 
ficiency in  the  annual  supply.  It  will,  however,  be  observed 
that  in  these  arguments  a tacit  assumption  is  made  that 
both  Gold  and  Silver  are  used  in  considerable  quantities, 
and  this  implies,  as  will  be  shown  more  fully  in  the  next 
paper,  that  Bi-metallism  is  adopted  universally,  or,  at  any 
rate,  by  most  of  the  great  commercial  nations,  and  it  may 
be  stated  that  no  one  now  advocates  the  adoption  of  Bi- 
metallism by  an  isolated  country.  But  whether  we  con- 
sider supply  or  demand,  it  is  not  the  conditions  which  arise 
in  a system  of  natural  liberty,  but  the  artificial  conditions 
imposed  by  the  erratic  policy  of  nations,  which,  as  has  been 
shown,  especially  in  recent  years,  are  of  the  greatest  im- 
portance. Undoubtedly,  the  principal  cause  of  the  present 
appreciation  of  Gold  and  depreciation  of  Silver  is  to  be 
found  in  the  demoneti.sation  of  the  latter  metal.  If,  then. 
Bi-metallism  were  generally  adopted,  this  fertile  cause  of 
monetary  disturbances  would  be  eliminated,  and  prices 
would  be  much  more  steady,  although,  of  course,  under  Bi- 
metallism, just  as  under  any  system  whatever,  oscillations 
in  prices  would  take  place  on  the  expansion  or  contraction 
of  credit. 

(2.)  The  second  great  advantage  claimed  for  Bi-metallism 
is  that  only  on  such  a system  is  an  international  coinage 
possible.  It  is  clearly  impossible,  under  present  conditions, 
for  Silver-using  countries  to  attempt  to  demonetise  their 
Silver  and  substitute  Gold ; the  fall  in  the  value  of  Silver 
and  the  rise  in  the  value  of  Gold  would  make  the  opera- 
tion ruinous.  Still  less  can  it  be  expected  that  the  great 
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jrold-usincj  countries  sliould  make  Silver  their  standard, 
is  a matter  of  fact,  Silver  and  Gold  must  both  be  used  for 
;oinage  purposes ; and,  as  Mr.  Sidgwick  has  pointed  out, 
ke  only  alternative  is  between  rated  and  unrated  Bi- 
netallism.  The  ratio  of  exchange  mav  be  left  to  market 
nfluences  or  the  caprices  of  different  Governments,  or  it 
na}^  be  fixed  by  an  international  convention.  In  the  latter 
jvent,  the  adoption  of  a universal  coinage  would  easily 
'ollow.  The  advantages  of  such  a system  are  too  obvious 
:o  require  detailed  examination ; there  would  be  much 
^’reater  facilities  for  the  use  of  statistics  of  trade  and  com- 
.nerce,  and  the  way  would  be  prepared  for  a universal  sys- 
:em  of  weights  and  measures,  and  there  can  be  no  doubt 
^•reat  encouragement  would  be  given  to  commercial  inter- 
30urse.  Under  such  a system,  also,  the  passage  of  the 
precious  metals  from  country  to  country  would  be  facili- 
tated, and  as  a consequence  there  would  be  greater  unifor- 
mity in  the  rate  of  interest.  In  his  wo]-k  on  the  Foreign 
Exchanges,  Mr.  Goschen  has  shown  very  clearly  how  much 
differences  in  the  bank  rates  of  neighbouring  nations  are 
increased  by  one  using  Silver  and  the  other  Gold,  and  since 
that  work  was  written,  the  fluctuating  depreciation  of 
Silver  has  rendered  the  margin  of  difference  much  greater. 
Under  present  conditions,  if  the  Reserve!  of  the  Bank  of 
England  falls  below  a certain  proportion  to  actual  and  pos- 
sible demands,  it  becomes  necessary  to  raise  the  rate  until 
it  is  sufficient  to  attract  gold  ; whilst  under  a Bi-metallic 
system  generally  adopted.  Silver  might  in  many  cases 
aswmr  the  purpose  as  well,  and  at  any  rate  Gold  would  be 
much  more  easily  obtained.  If  there  is  any  truth  in  Mr. 
Giffen’s  contention  that  the  scarcity  of  Gold  has  operated 
on  prices  in  this  country  by  causing  great  and  rapid  fluctu- 
ations in  the  Bank  rate,  although  the  average  rate  has  been 
low,  it  is  a strong  argument  in  favour  of  Bi-metallism. 

(3.)  Another  advantage  which  is  claimed  for  Bi-metallism 
is  that,  if  adopted,  it  would  restore  prices  to  the  natural 
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level  from  which  they  have  been  so  rapidly  depressed  by 
the  demonetisation  of  Silver.  It  may  be  said  this  ad- 
vantage would  be  only  temporary,  and  that  ultimately, 
owing  to  the  growtli  of  population  and  commerce,  a fall 
of  prices  would  again  set  in.  It  is  probable  that  the 
use  of  the  term  “ ultimately  ” in  economic  investigations 
has  been  productive  of  more  practical  fallacies  than  all  the 
other  ambiguous  terms,  in  which  it  is  so  abundant,  put 
together.  The  argument  that  the  increase  in  population 
must  “ ultimately  ” cause  a great  rise  in  rent  gave  rise  to 
Mill’s  proposal  to  offer  the  landlords  the  full  market  value 
of  their  land,  wdth  a view  to  the  absorption,  in  conformity 
with  justice,  of  its  unearned  increment.  In  the  same 
way,  all  the  difficulties  in  the  transfer  of  labour  and 
capital  from  one  employment  to  another,  or  from  one  place 
to  another,  have  been  often  passed  over,  with  an  appear- 
ance of  wisdom,  by  a judicious  use  of  the  term  “ ulti 
mately.”  If  a great  industry  is  threatened  with  immedi- 
ate ruin,  it  is,  however,  cold  comfort  to  those  who  depend 
on  it  to  be  told  that  ultimately  they  will  be  able  to  use 
their  capital  or  labour  in  the  production  of  “ something 
else,”  just  as  it  is  cold  comfort  to  the  present  race  of  tax- 
payers to  be  told  that  ultimately  the  National  Debt  will 
be  reduced  and  the  revenue  again  become  elastic.  The 
great  fall  in  prices  that  has  occurred,  and  the  probability 
of  a still  further  fall  in  place  of  the  long  deferred;  though 
often  prophesied,  decennial  inflation,  are  real  evils  which 
call  for  immediate  redress,  if  that  is  possible ; and  there 
seems  to  be  no  obvious  reason  why  legislation  should  not 
undo  what  legislation  has  done.  It  does  not  follow  be- 
cause, as  Adam  Smith  long  ago  pointed  out,  no  complaint 
is  so  common  and  generally  so  unfounded,  as  that  of  a 
scarcity  of  money,  that  therefore  a real  scarcity  can  never 
occur — the  cry  of  “ Wolf,  wolf !”  may  at  last  announce  at 
reality.  We  liave  certainly  examples  in  history  (e.g.,  in 
the  fall  of  the  Roman  Empire)  of  the  effects  of  a real 
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dearth  of  the  precious  metals.  There  can  he  no  doubt 
that  the  adoption  of  Bi-metallism  would  restore  prices  ; 
and  the  next  point  to  be  discussed  is  the  possibility  of 
effectively  maintaining  the  fixed  ratio,  which  may  fairly 
be  described  as  the  po)is  asinorim  of  Bi-metallism. 


VI— POSSIBILITY  OF  A FIXED  RATIO. 

The  central  point  around  which  the  Battle  of  the 
Standards  (to  adopt  Professor  Jevons’  expression)  most 
hotly  rages  is  certainly  the  possibility  of  fixing  by  con- 
vention such  a ratio  of  exchange  between  Gold  and  Silver 
coins  as  will  remain  stable  without  further  legislative 
action.  If  in  order  to  maintain  a Bi-metallic  system  it  were 
necessary  constantly  to  alter  the  ratio  of  exchange,  the 
chief  advantages  claimed  for  such  a system  would  disappear. 
The  preliminary  obstacles  in  the  way  of  any  international 
convention  must  be  left  over  for  future  consideration,  my 
present  purpose  is  simply  to  examine  the:  conditions  under 
which,  if  the  initial  difficulties  were  surmounted,  the  ratio 
agreed  on  would  be  effectively  maintained.  In  order  to 
set  the  matter  in  the  clearest  light,  it  seems  best  to  state 
the  principal  objections  which  have  been  raised  against 
the  possibility  of  a fixed  ratio. 

The  Historical  Objection. — It  is  urged  by  the  op- 
ponents of  Bi-metallism  that  in  the  history  of  the  world 
the  ratio  of  exchange  between  Gold  and  Silver  has  been 
subject  to  constant  fluctuations.  Antiquarians  have  dis- 
covered that  in  some  countries — notably  Arabia — in  very 
early  times,  the  value  of  Silver  was  equal  to,  if  it  did  not 
exceed,  the  value  of  gold.  Without  reverting,  however, 
to  the  misty  regions  of  ancient  history,  we  find  in  the 
economic  history  of  this  country  sufficiently  striking 
examples  of  changes  in  the  relative  values  of  Gold  and 
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Silver.  Professor  Thorold  Rogers  has  furnished  evidence 
that  in  A.D.  1202  purchases  of  Gold  were  made  in  England 
at  a ratio  of  ; whilst  in  1292,  only  thirty  years  later, 
the  ratio  was  12^:1,  and  in  1345  the  ratio  appears  to  have 
risen  to  13|  : 1.  The  explanation,  however,  which  is  given 
by  the  same  authority,  of  this  comparatively  sudden  rise 
in  the  value  of  gold  really  tells  in  favour  of  the  arguments 
of  Bi-metallists,  for  it  was  precisely  during  this  period  that 
a great  demand  for  Gold  for  coinage  purposes  ai’ose  in 
different  parts  of  Europe  ; and  the  depreciation  of  silver  at 
that  time,  as  at  present,  was  really  due  to  the  exceptional 
legislative  action  of  Governments.  It  would  obviously 
require  a special  treatise  to  examine  fully  the  history  of 
the  variations  in  the  value  of  Silver  compared  with  Gold  ; 
l)ut  to  the  general  historical  objection  that  fluctuations  of 
greater  or  less  magnitude  have  always  occurred  in  the 
past,  it  is  sufficient  to  reply  generally  that  an  international 
convention  of  the  kind  contemplated  by  the  advocates  of 
Bi-metallism  has  never  existed,  and  to  insist  on  the  fact 
that  so  long  as  France,  during  the  first  seventy  years  of 
this  century,  kept  her  Mint  open  equally  for  Gold  and 
Silver,  the  fluctuations  in  value  in  other  European  markets 
were  very  small,  and  such  as  could  easily  be  explained  by 
special  market  considerations.  The  historical  argument  is 
clearly  irrelevant  against  universal  or  almost  universal  Bi- 
metallism, when  ill  the  past  this  condition  has  not  existed. 
It  would  be  just  as  absurd  to  argue  against  the  possibility 
of  modern  banking  with  its  immense  liabilities,  because  in 
earlier  times  such  a system  was  impossible  owing  to  the 
want  of  security,  which,  again,  mainly  depended  on  the 
feebleness  and  untrustwoidhiness  of  Governments. 

The  Objection  Founded  on  Gresham’s  Law. — What 
is  now  generally  known  as  Gresham’s  Law,  in  honour  of 
Sir  Thomas  Gresham,  who  clearly  perceived  its  truth  in  the 
reign  of  Elizabeth,  briefly  stated,  declares  that  bad  money 
drives  good  money  out  of  circulation,  whilst  good  money 
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cannot  drive  out  bad.  At  first  sight,  as  Jevons  has 
remarked,  “ tliere  seems  something  paradoxical  in  the  fact 
that  when  beautiful  new  coins  of  full  weight  are  issued 
from  the  Mint  the  people  still  continue  to  circulate,  in 
preference,  the  old,  depreciated  ones  ...  In  all  other 
matters  everybody  is  led  by  self-intei’(ist  to  choose  the 
better  and  reject  the  worse ; but  in  the  case  of  money  it 
would  seem  as  if  they  paradoxically  retain  the  worse  and 
get  rid  of  the  better.”  The  explanation  is,  however,  quite 
simple.  Suppose  that  in  any  country  tlie  coinage,  which 
for  simplicity  may  be  assumed  to  consist  of  gold  only,  has 
become  generally  much  below  the  nominal  standard  of 
weight  and  fineness,  and  that  Government,  in  order  to 
I’estore  it,  issues  a larije  number  of  coins  of  full  value, 
obviously  under  these  circumstances,  unless  the  old  coinage 
is  effectively  withdrawn,  no  debtor  will,  if  he  is  guided 
solely  by  self-interest,  be  so  foolish  as  to  pay  his  debt  with 
new  coins  when  he  might  sell  them  to  the  bullion-dealer 
for  melting  or  exportation  for  a larger  number  of  the  old 
coins,  which,  so  long  as  they  are  actually  currency,  would 
answer  his  purpose  equally  well.  Even  if  all  debtors  were 
as  sensitive,  moral,  or  fearful  as  the  people  who  send 
‘‘  conscience  money  ” to  the  Chancellor  of  the  Exchequer, 
there  would  always  be  a number  of  criminals  who  would 
be  only  too  glad  to  make  a living  by  picking  and  culling 
or  garbling  the  coinage.  But  Greshamls  law  has  a much 
wider  significance  than  is  found  in  this  simple  case. 
Suppose,  in  the  first  place,  that  a particular  country  adopts 
a system  of  Bi-metallism  and  undertakes  to  coin  freely  as 
much  Gold  and  Silver  as  is  brought  to  the  Mint  at  a certain 
fixed  ratio — say  15| : 1 — so  that  any  given  weight  of  Gold 
coins  is,  as  legal  tender,  equal  in  value  to  lo^-  times  that 
weight  of  silver  coins.  Now,  let  it  be  further  supposed 
that,  owing  to  any  cause  whatever,  the  market  ratio  of 
Gold  and  Silver  bullion  becomes  20  : 1.  In  this  case  it  is 
obvious  that  no  one  would  take  Gold  to  the  Mint  to  get  in 
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return  only  15i  times  its  weight  in  Silver,  when  by  selling 
it  in  the  open  market  20  times  that  weight  could  be 
obtained.  In  the  same  way,  every  one  would  wish  to 
exchange  the  Silver  coins  for  Gold  coins,  in  order  to  sell 
the  latter  as  bullion;  and,  owing  to  these  infiuences,  in 
a short  time  the  Gold  would  be  completely  driven  from 
circulation,  and  replaced  by  Silver.  Of  the  suljstantial 
truth  of  this  argument  as  applied  to  any  particular 
country  we  have  abundance  of  historical  illustration. 
For  example,  on  the  recommendation  of  Sir  Isaac  Newton 
in  1717,  the  price  of  the  guinea  was  fixed  at  21s.,  and 
a double  standard  was  established  at  this  rate.  But 
according  to  the  ratio  adopted.  Gold  was  over-valued  for 
coinage  as  compared  with  bullion  by  rather  more  than 
li  per  Cent.,  and,  as  a consequence,  the  full-weight 
Silver  was  withdrawn  or  exported,  and  Gold  became  the 
practical  measure  of  value.  In  France,  on  the  other  hand, 
the  legislators  of  the  Revolution  happened  to  over-value 
Silver  as  coinage,  and,  consequently,  the  Gold  was  for 
the  most  part,  in  accordance  with  Gresham’s  law,  driven 
from  circulation.  Again,  after  the  great  Gold  discoveries 
in  Australia  and  California,  when  Gobi  was  to  some 
extent  depreciated  compared  with  Silver,  and  further- 
depreciation  was  anticipated.  Silver  was  in  its  turn 
largely  withdrawn  from  the  circulation  in  France,  Gold 
being  substituted  for  it ; whilst  still  more  recently,  owing 
to  the  depreciation  of  Silver  with  which  we  are  now  so 
familiar,  France  has  been  compelled  to  suspend  its  coinage 
of  Silver,  in  order  to  avoid  the  withdrawal  of  all  its 
Gold  from  circulation.  It  thus  appears  that,  at  any  rate 
.as  regards  a particular  country,  Gresham’s  law  is  not 
only  true  in  theory,  but  has  hitherto  made  itself  felt 
practically  as  soon  as  the  market  rate  has  become 
diflerent  from  the  legal  ratio.  At  the  same  time,  how- 
ever, the  example  of  France  shows  that  even  one  country 
of  the  first  rank  commercially,  and  with  large  supplies 
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of  both  metals,  may  in  ordinary  circumstances  keep  uj> 
a Bi-metallic  system.  And  so  long  as  even  one  country 
keeps  its  Mint  open  for  both  metals,  and  has  supplies  of 
both  in  circulation,  it  is  clear  that  the  market  rate  can 
never  differ  very  much  from  the  legal  ratio.  No  one  would 
sell  Silver  in  London  for  less  Gold  than  he  could  obtain 
in  Paris  after  paying  the  cost  of  transmission.  But  although 
the  French  system  just  escaped  dissolution  on  the  Gold  dis- 
co\  eries,  it  succumbed  to  the  exceptional  strain  put  upon 
it  by  the  demonetisation  of  Silver  by  Germany  and  other 
countries ; and  it  may  be  considered  as  established  that  a 
single  country  cannot,  without  making  changes  in  theratio) 
effectively  maintain  a double  standard. 

The  ([uestion  then  arises,  whether  there  is  any  circiim- 
stance  which  would  enable  an  international  union  to  do 
more  than  a single  nation ; and  if  so,  whether  the  union 
must  embrace  all  nations,  or  if  a combination  of  a few 
great  commercial  countries  would  suffice.  Gre.sham’s  law 
it  has  been  shown,  only  comes  into  operation  when  the 
market  rate  Incomes  different  from  the  legal  ratio.  This 
can  only  happen  in  tAvo  ways — either  in  an  exceptional 
increase  in  the  supply  of,  or  in  the  demand  for,  one  of 
the  metals.  Now,  it  is  argued  by  the  opponents  of  Bi- 
metallism that  one  or  other  of  these  CA’cnts  is  certain  to 
happen  in  the  course  of  time.  In  the  first  place,  it  is  said, 
there  may  be  an  increase  in  the  annual  supply  of  one  metal 
and  a diminished  production  of  the  other ; and,  secondly, 
owing  to  changes  in  fashion,  or  in  the  requirements  of 
Governments  or  of  commerce,  one  metal  may  become  in 
exceptional  demand  j and  in  either  case  it  is  maintained 
that  the  dearer  metal  will  be  driven  from  circulation,  and 
Bi-metallism  gradually  merge  into  Mono-metallism.  This 
is,  it  must  be  admitted,  the  strongest  argument  that  can  be 
brought  against  Bi-metallism,  for  practically  it  amounts  to 
saying  that  such  a system  is  impossible. 
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In  order  to  consider  the  validity  of  this  reasoning,  let  us 
suppose  that  all  the  nations  of  the  world  adopt  Bi- 
metallism at  the  ratio  of  15^ ; 1,  which  for  the  first  seventy 
years  of  this  centurA’  Avas  about  the  aA’eragn  market  rate. 
The  assumption  made  as  to  the  unNersality  of  the  system 
at  once  gets  rid  of  some  of  the  mo.'^  important  causes 
affecting  the  market  rate.  It  Avill  be  no  longer  possible  for 
one  nation  at  the  same  time  to  increase  suddenh'  the 
supply  of  one  metal  and  the  demand  for  the  other  for  the 
purpose  of  changing  its  coinage.  But  in  reality  the 
assumption  iuA’olves  much  more  than  this.  Suppose  that 
OAving  to  any  cause  AvhateA^er — an  unreasonable  panic,  for 
example — the  market  rate  becomes  20:1.  Then,  as  ex- 
plained Ijefore  in  illustrating  Gre.sham’s  hiAV",  there  AA’ill  be  a 
tendency  for  the  dearer  metal — Gold — to  Ijc  AvithdraAvn 
from  circulation,  and  for  the  cheaper  metal  to  be  coined  to 
gain  the  superior  value  of  coin ; in  other  Avords,  eA'eryone 
Avill  become  a .seller  of  Gold  and  a buyer  of  Silver  ; the 
Gold  coins  aauII  be  melted,  and  the  sih  er  bullion  coined. 
Obviou.sly,  lioAveA^er,  the  increase  of  the  supply  of  Gold 
and  the  diminution  in  the  supply  of  Sih^er  in  the  bullion 
market  Avill  tend  to  raise  the  value  of  Silver  and  loAver  the 
value  of  gold,  and  eventually  the  old  ratio  Avill  be  restored. 
This  process  is  Avhat  is  termed  the  comjiensatonj  action  of  the 
dotihle  standard.  For  the  sake  of  illustration  an  extreme 
case  Avas  taken,  such  as  is  extremely  unlikely  to  occur  in 
practice,  since  the  compensatory  action  Avould  come  into 
play  as  soon  as  the  market  rate  differed  in  the  smallest 
degree  from  the  legal  ratio. 

When  Ave  take  into  consideration  the  enormous  stock  of 
Gold  and  Silver  Avhich  the  Avorld  possesses,  and  tlie  fact 
that  both  are  mainly  used  for  coinage,  it  Avill  be  seen  that 
only  in  case  of  most  improbable  e\"ents  could  the  com- 
pensatory action  fail.  There  must  either  be  enormous 
discoveries  of  one  metal,  or  else  extraordinary  and  un- 
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accountaLle  changes  in  the  relative  estimation  in  which 
the  metals  are  held.  And  this  leads  me  to  notice  the  last, 
and  weakest,  of  the  objections  to  Bi-metallism. 

The  Objection  Founded  on  an  Extreme  Case. — It 
is  said  that  if  the  ratio  of  15^  : 1 would  be  a stable  ratio 
owing  to  the  compensatory  action,  that  any  other  rate 
chosen,  such  as  1 :1,  would  be  ecpially  .stable,  and  this  is 
supposed  to  be  a redudio  ad  ahsiirdum.  It  is  in.structive  to 
notice  the  consequences  which  would  follow  if  the  ratio  1 ; 1 
were  adopted ; that  is,  if,  for  coinage.  Silver  coins  were  de- 
clared equal  in  value  to  their  weight  in  Gold.  It  has  been 
calculated  by  the  Director  of  the  United  States  Mint  that 
the  Gold  coinage  of  the  civilised  world  is  nearly  4,000  mil- 
lions of  dollars,  and  the  Silver  coinage  nearly  2,800  millions 
of  dollars.  In  this  estimate  Gold  is  reckoned  as  sixteen 
times  the  value  of  Silver,  weight  for  weight.  If,  then,  Silver 
were  declared  to  be  of  the  same  nominal  value  as  Gold  it 
■would  become  equal  to  sixteen  times  its  present  value,  and 
the  nominal  value  of  the  total  coinage  would  be  raised 
from  6,800  millions  of  dollars  to  48,800  millions  of  dollar.s. 
It  is  hardly  necessary  to  say  that  no  International  Con- 
gress would  attempt  to  perpetuate  such  a gigantic  inflation 
of  prices  as  this  would  involve.  As  a matter  of  fact,  such 
an  extreme  supposition  is  of  no  practical  utility,  for  it  is 
ea.sy  to  see  from  the  example  taken  that  a due  regard  for 
all  the  interests  involved  will  make  the  limits  between 
which  the  ratio  chosen  must  lie  tolerably  definite  and 
narrow.  The  practical  difficulties  in  the  way  of  Inter- 
national Bi-metallism  must,  however,  for  the  present  be 
left  over. 
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YU.  (CONCLUSION). 

POSSIBILITY  OF  AN  INTERNATIONAL 

CONVENTION. 

In  the  last  paper  an  explanation  was  offered  of  the 
manner  in  which  a double  standard  would  be  effectively 
maintained  at  a fixed  ratio,  provided  that  it  was  once 
established  over  a wide  area,  in  which  large  supplies  of  both 
metals  v.^erc  in  circulation.  The  compensatory  action  would 
at  once  set  in  on  any  divergence  of  the  market  rate  of 
exchange  from  the  conventional  ratio,  and  could  only  fail 
in  the  case  of  an  enormous  increase  in  the  supply  of,  or  the 
demand  for  one  metal  relatively  to  the  other.  Many  people, 
however,  and  especially  those  who  pride  themselves  upon 
being  practical,  are  so  much  dazzled  by  the  recent  and 
severe  fall  in  the  value  of  Silver  compared  with  Gold  that 
they  do  not  take  the  trouble  to  examine  the  theory  of  the 
compensatory  action,  which  is  the  key  to  the  defence  of  the 
Bi-metallists.  They  disbelieve  in  the  power  of  any  con- 
vention or  law  to  allay  such  marked  fluctuations,  and 
condemn  unheard  any  proposal  in  that  direction.  An 
examination,  however,  of  the*  causes  of  the  depreciation  of 
Silver  will  .show  that,  instead  of  fur’ni.shino;  an  ar<i:ument 
against  the  possibility  of  a fixed  ratio,  they  prove  that  the 
fall  in  the  value  of  Silver  could  never  have  occurred  if  an 
international  agreement  of  the  kind  contemplated  had  been 
in  existence.  The  evidence  in  support  of  this  assertion  is 
to  be  found  in  the  report  of  the  Commons’  Committee  on 
the  Depreciation  of  Silver,  is.sued  in  1876,  which  was 
drawn  up,  it  is  believed,  by  the  Chairman,  Mr.  Goschen. 
An  able  resame  of  this  report  is  given  in  an  article*  in  the 
Economist,  July  15th,  1876,  from  which  the  following 
sentences  are  quoted: — “Now,  from  full  information  [f.c., 
as  contained  in  the  report],  we  see  the  nature  of  the  evil 
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from  which  we  are  suffering.  We  are  not  suffering  from 
a depreciation  of  Silver  as  against  commodities  in  the 
countries  where  Silver  is  the  standard  of  value,  for  there  is 
no  supply  sufficient  to  produce  that  dej)reciatioii,  nor  time, 
if  there  had  been  such  a supply,  to  difluse  it,  and  there  is 
no  such  depreciation  in  fact.  We  are  not  suffering  from 
a depredation  of  Silver  as  against  Gold  caused  by  a sudden 
excess  in  the  supply  of  Silv’er,  for  the  new  supjdies  of 
Silver  have  only  been  moderate,  and  none  of  these  have 
come  here.  We  are  not  suffering  from  a depreciation  of 
Silver  as  against  Gold,  caused  by  a diminution  in  the  cost 
ot  production  of  silver,  for  there  has  be(m  no  time,  or  any- 
thing approaching  to  time,  to  say  what  the  ultimate  cost 

of  production  will  be What  we  are  suffering  from 

IS  the  apprehension  of  increased  production  of  Silver  sud- 
<lenly  supervening  in  a market  previously  perturbed,  upon 
which  one  Government  had  forced  an  extra  supply,  from 
which  a union  of  other  Governments  had  refused  to  take, 
as  usual,  any  supply,  and  in  which  another  Government 
In  an  inciease  of  the  tribute  it  recpiires  from  a silver-import- 
ing country,  has  temporarily,  if  not  permanently,  lessened 
the  demand.  That  is  to  say,  the  principal  causes  of  the 
• lepreciation  are  such  as  could  not  have  occurred  if  an  in- 
ternational convention  had  been  in  effective  operation.  The 
exceptional  increase  in  supply  and  diminution  in  demand, 
due  to  the  action  of  Governments,  -would  have  been 
wanting,  the  actual  increase  in  the  supply  of  Silver  would 
have  had  no  appreciable  effect,  and  there  would  have  been 
no  room  for  speculation  or  apprehension.  Any  speculative 
tall  in  Silver  would  at  once  have  caused  an  increase  in  the 
iniount  of  Silver  coined,  and  the  diminution  in  the  visible 
supply  would  have  restored  the  value.  It  follows,  then,  if 
■his  reasoning  is  correct,  that  just  as  the  key  to  the  theory 
)f  Bi-metallism  lies  in  the  compensatory  action  of  the  two 
netals,  so  the  key  to  the  practical  question  lies  in  the 
lossibility  of  instituting  and  effectively  maintainino-  an 
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international  convention;  and  this  is  the  subject  of  the 
present  paper,  with  which  this  general  examination  of  the 
Silver  question  will  be  concluded.  It  will  be  convenient 
to  arrange  the  argument  under  three  divisions.  In  the  first 
place,  I shall  endeavour  to  show  that  it  is  for  the  interest 
of  the  great  commercial  nations  to  make  such  a conven- 
tion ; secondly,  that  it  is  equally  for  their  interest  to 
maintain  it ; and,  lastly,  I shall  notice  the  principles  by 
which  they  should  be  guided  in  fixing  the  ratio  adopted. 

The  Interest  of  Nations  in  the  Adoption  of  an 
International  Convention. — It  is  generally  admitted 
that  the  principal  feature  in  the  present  universal  depres- 
sion is  the  great  fall  in  prices,  and  that  this  fall  is  largely 
due  to  the  fact  that  Gold  has  to  perform  work  as  money 
which  was  formerly  done  by  Silver.  Accordingly  it  may 
be  assumed  that  the  general  adoption  of  Bi-metallism 
would  tend  to  restore  prices  to  the  level  from  which  they 
wero  displaced  by  the  demonetisation  of  silver.  It  is 
hopeless  to  expect  a speedy  return  of  prosperity  unless 
there  is  a restoration  of  prices ; the  contracts  made  under 
the  old  order,  the  obligations  incurred,  the  habits  and 
customs  formed,  combine  to  render  an  adjustment  to  a new 
and  lower  level  a tedious  and  depressing  process.  It  is,  no 
doubt,  quite  true  that  even  if  Bi-metallism  were  adopted 
there  would  still  be  in  the  course  of  time,  owing  to  the  in- 
crease in  wealth  and  population,  a continuous  fall  of  prices; 
but,  as  was  shown  previously,  this  gradual  fall,  concealed 
under  the  fluctuations  caused  by  impending  and  contracting- 
credit,  would  have  but  slight  eftects  on  the  general  industry 
of  the  world.  The  evil  from  which  trade  and  commerce 
are  at  present  suffering  is,  however,  due  to  a sudden  anil 
rapid  fall.  The  gradual  appreciation  of  the  precious  metals 
(or  general  fall  in  prices)  in  the  natural  course  of  things  is 
like  the  gentle  ebb  of  the  tide  on  an  open  coast,  which 
to  the  onlooker  is  hardly  perceptible  through  the  variations 
in  the  waves,  and  which  gives  the  mariner  ample  time  to 
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adjust  his  plans ; whilst  a sudden  appreciation  is  like  an 
unexpected  and  unaccountable  recession  of  the  sea,  which 
leaves  great  vessels  stranded  high  and  dry.  But  although, 
as  in  the  analogous  argument  for  universal  Free  Trade,  it 
may  be  admitted  that  a general  restoration  of  prices 
would  be  beneficial  to  the  world  as  a whole,  it  may  be 
supposed  that  the  confiict  of  particular  interests  renders 
a general  agreement  impossible.  Apart,  however,  from 
their  collective  interest  in  the  prosperity  of  trade,  and 
which  might,  owing  to  national  jealousies,  never  lead  to 
conjoint  action,  all  Governments  have  a particular  interest 
in  the  restoration  of  prices.  There  is  no  great  nation  which 
has  not  a large  national  debt.  The  national  debts  of  the 
countries  of  Europe  alone  exceed  four  thousand  millions 
sterling,  and  in  addition  there  are  large  municipal  debts 
and  railway  and  other  guarantees.  Ev(irv  fall  in  general 
prices  increases  the  proportion  which  these  debts  bear  to 
the  national  wealth,  and  renders  the  payment  of  interest 
more  onerous,  and  the  requisite  taxation  more  burdensome 
The  last  Budget  introduced  to  the  House  of  Commons 
affords  a striking  illustration  of  this  evil.  It  is  found 
impossible  to  increase  taxation,  and  necessary  to  draw 
upon  the  sinking  fund.  At  the  same  time  expenditure  is 
growing,  and,  with  the  tendency  towards  State  Socialism, 
must  increase  still  more.  The  proposal,  for  example,  now 
before  Parliament  to  buy  out  the  Irish  landlords,  shows 
only  too  forcibly  the  interest  which  Great  Britain  and 
Ireland  have  in  the  imposition  of  some  check  to  the  fall  in 
prices.  The  backbone  of  the  scheme  appears  to  be  to 
compel  the  Nationalists  to  purchase,  and  the  landlords  to 
assent  to  the  autonomy  of  Ireland  for  a price  which  will 
saddle  the  new  Government  with  a debt  estimated  at  fifty 
to  one  hundred  and  fifty  millions.  With  the  present  outlook 
revealing  a further  fall  in  prices  as  more  tlian  probable, 
and  at  any  rate  no  signs  of  recovery,  a scheme  of  universal 
Bi-metallism  forms  a natural  third  leg  for  the  tripod  of  the 


Irish  Oracle.  The  only  great  country  which  can  aftord  to 
disregard  the  burden  of  its  debt — the  United  States — has 
another  primary  interest  in  the  rehabilitation  of  Silver  in 
its  Bland  Act,  and  it  is  hardly  necessary  to  mention  as  an 
additional  inducement  for  this  country  our  interests  in  India 
The  argument  drawn  from  the  burden  of  national  debts 
may  be  supplemented  by  others  of  a more  general  nature 
derived  from  the  additional  guarantees  for  peace  afforded 
by  every  removal  of  international  barriers.  All  progress 
has  been  associated  with  a closer  union  of  nations  for  in- 
dustrial purposes,  and  there  seems  to  be  ju-imd  facie  no 
greater  obstacle  to  the  adoption  of  a monetary  convention 
than  to  that  of  a postal  union.  The  medimval  idea  as  to 
the  peculiar  power  of  kings  to  fix  the  value  of  coinage  in 
such  a way  as  to  be  independent  of  foreign  infiuences  has 
long  since  been  abandoned,  and  there  seems  to  be  no  reason 
why  practice  should  not  conform  to  theory.  Both  Gold  and 
Silver  are,  as  a matter  of  fact,  used  as  money,  and  the  only 
(question  is  whether  the  ratio  of  exchange  shall  be  left  to 
chance  or  be  settled  by  general  agreement.  The  freedom  at 
present  claimed  by  every  nation  to  regulate  its  own  coinage 
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iiiuupeiiueiiiiy  iius  very  iriviai  coiTeJsponainj 
it  is,  in  the  words  of  old  writers,  an  “ airy  and  barren  fran- 
chise.” Under  a system  of  universal  Bi-metallism,  the 
countries  familiar  with  Silver  would  still  use  that  metal 
mainly ; there  would  be  no  compulsion  to  use  Gold,  and  so 
conversely  of  the  Gold  countries.  Just  as  the  Scots  hy 
preference  use  one-pound  notes  instead  of  sovereigns,  the 
English  under  a Bi-metallic  system  could  still,  if  they 
preferred,  use  mainly  Gold  instead  of  Silver.  This  point 
will  be  noticed  again  presently. 


The  Interest  of  Nations  to  Maintain  the  Inter- 


national Convention. — If  the  preliminary  difficulties  were 
surmounted  and  a convention  signed,  it  would  not  be  at  all 
probable  that  any  one  nation  should  imagine  it  would  be 
for  its  interest  to  break  its  agreement.  In  the  first  place 
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there  is  no  reason  to  suppos(',  even  if  international  money 
were  adopte<l,  that  one  nation  would  attempt  to  defraud  its 
neighbours  by  petty  larceny.  As  Professor  Jevons  said — 
“ Experience  does  not  show  that  one  nation  need  distrust 
the  faithfulness  of  another  in  matters  of  coining.  We  do 
not  look  upon  Spain  and  Mexico  as  models  of  financial  in- 
tegrity ; yet  so  faithfully  used  the  Mints  of  those  countries 
to  maintain  the  standard  of  weight  and  fineness  in  the 
issue  of  silver  dollars,  that  these  coins  have  for  a hundred 
years  past  been  received  by  tale  almost  without  f|uestion  in 
most  parts  of  the  world,  and  were  at  one  time  made  cur- 
rent in  England.  The  possibility  of  international  currency 
is  proved  by  the  fact  that,  without  intcamational  treaties, 
the  coins  of  several  nations  are  recoixnised  as  leejal  tender 
elsewhere.”  Nor,  if  the  Bi-metallism  adopted  fell  short  of 
international  money,  ought  wo  to  suppose  that  an}"  nation 
would  wantonly  break  its  agreement.  !Money  and  credit 
are  intimately  connected  in  many  respects,  and  a nation 
which  broke  through  its  international  monetary  obliga- 
tions would  at  once  l(Dse  caste  in  the  world’s  money  market ; 
and,  apart  from  this,  it  is  difficult  to  see  how  any  nation 
cordd  hope  to  gain  by  withdrawing  from  a general  unio]i 
once  established. 

It  may,  however,  be  argued  (as  has  been  done  by  Mr. 
Giffen)  that  although  Governments  might  agree  to  inter- 
national Bi-metallism,  it  would  remain  practically  a dead 
letter,  owing  to  the  fact  that  no  Government  could  induce 
its  subjects  to  actually  use  both  metals  against  their  will. 
It  is  alleged  further,  that  as  countries  progress  in  wealth, 
they  naturally  prefer  Gold  to  Silver.  From  these  proposi- 
tions the  important  conclusion  is  drawn  that  the  adoption 
of  Bi-metallism  (even  if  universal)  would  not  increase  the 
ipiantity  of  money  in  use,  and  therefore  would  not  raise 
prices ; in  short,  that  Bi-metallism  could  not  be  effec- 
tively maintained  although  nominally  adopted.  It  may  be 
doubted  whether  the  supposed  preference  for  Gold,  under 
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a system  in  which  the  rate  of  exchange  Avith  silver  was 
constant,  Avould  be  of  much  pracfical  importance,  althoimig 
in  the  present  state  of  the  silver  market,  the  preference  in 
the  Unite<l  States  and  other  countries  which  coin  silver  is 
intelligible  enough.  But  in  any  case  the  answer  is  clear. 
If  silvei  as  cuiiency  is  so  much  disliked  ItA'  any  countrv 
and  attempts  are  made  to  liring  it  into  circulation,  the 
dislike  would  be  revealed  and  measured  by  a premium  on 
gold,  and  this  premium  on  gold  would  attract  that  metal 
from  those  countries  which  either  did  not  object  to  silver 
at  all,  or  at  any  rate  objected  to  it  in  a less  degree,  and  no 
one  would  deny  that  the  imported  gold  would  find  its  way 
into  ciiculation.  In  fact,  taking  the  area  as  a whole  over 
Avhich  Bi-metallism  prevailed  actually,  silver  would  find  its 
Avay  into  circulation  precisely  as  gold  does  under  a Mono- 
metallic system,  and  the  particular  distrilmtion  of  the  two 
metals  in  the  tlifferent  countries  would  be  determined  by 
the  con\enience  of  people,  those  countries  which  preferred 
silver  or  which  disliked  it  least  having  most  of  that  metal. 
But  it  seems  highly  improbable  that,  if  universal  Bi- 
metallism were  adopted,  even  the  richest  country  could  or 
would  efiectually  boycott  silver  altogether.  The  slightest 
premium  on  Gold  would  lead  to  the  payments  of  airdelUs 
(not  contiacted  tor  in  Gold)  in  SiK’er,  in  accordance  Avith 
Giesham  s LaAv , and  this  leads  me  to  notice  another 
popular  objection  to  Bi-metallism,  Avhich  is  the  direct  con- 
trary of  that  just  noticed.  It  is  said  that  countries,  .such 
as  England,  Avhich  are  used  to  a Gold  Standard,  Avould  1,e 
flooded  Avith  Silver,  much  to  the  incoiiA’enience,  amazement, 
and  distrust  of  the  people,  and  that  popular  outcry  Avould 
compel  the  abandonment  of  the  system.  It  is  curious  that 
Mr.  Giffen,  in  his  zealous  “ Statement  of  the  Case  against 
Bi-metallism  ” (Essays,  1st  Series,  No.  XIII.),  should  use 
both  of  these  objections.  In  one  sentence  (p.  .308)  Ave  are 
told  that  “ the  boasted  superiority  of  the  double  over  the 
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single  standard  consists  in  the  promise  of  abundant  inone}' 
which  it  does  not  and  cannot  fulfil ; ” and  in  the  next  that 
“ whether  particular  or  universal,  the  system  will  be 
attended  with  no  small  inconvenience,  such  as  incessant 
changes  of  the  money  in  use,  and  interference  with  the 
natural  taste  of  communities  in  the  choice  of  their  money.” 
It  is  difficult  to  see  how  Silver  could  be  forced  into  circula- 
tion to  the  inconvenience  of  nations,  and  yet  at  the  same 
time  no  increase  in  the  quantity  of  money  take  place. 
Mr.  Giffen  tries  to  prove  too  much.  Universal  Bi-metallism 
would  undoubtedly  raise  prices  by  incr-jasing  the  quantity 
of  money,  as  surely  as  the  demonetisation  of  Silver  caused 
them  to  fall : whilst  the  distribution  of  the  two  metals 
would,  in  the  natural  course  of  things,  be  such  as  to  cause 
a minimum  amount  of  inconvenience  hardly  worth  con- 
sideration. 

The  Principle  on  which  the  Ratio  should  be 
Fixed. — It  follows,  from  what  has  be(;n  said  in  previous 
papers  on  the  remote  way  in  which  cost  of  production 
affects  the  values  of  the  precious  metals,  and  on  the  com- 
pensatory action  under  the  Bi-metalhc  system,  that  the 
precise  ratio  adopted  is  (apart  from  exceptional  circum- 
stances), Avithin  certain  limits,  so  far  as  stability  is  con- 
cerned, a matter  of  indifference  ; but  it  is  equally  clear  that 
the  ratio  actually  adopted  will  affect  different  interests  in 
different  degrees.  The  only  general  principle  which  can  be 
laid  down  is  that  the  ratio  adopted  by  an  international 
congress  should  be  such  as  to  affect  thtise  various  existing 
interest  most  equitably.  The  difficulty  being  one  of  tran- 
sition, it  is  only  necessary  to  regard  prc3sent  circumstances, 
and  to  allow  time  for  readjustment.  The  limits  between 
which  the  ratio  chosen  must  lie  are  obviously  the  familiar 
ratio  of  loh:l  and  the  actual  market  rate  at  the  time.  It 
is  not  unreasonable  to  predict,  bearing  in  mind  the  causes 
of  the  actual  depreciation  as  revealed  in  the  Silver  Report, 
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1.S7G,  ([uoted  above,  that  the  announcement  of  a confer- 
ence with  serious  intentions  would  at  once  raise  the  \alue 
of  silver,  and  as  success  became  })i'obable,  make  the  limits 
assigned  very  narrow.  As  surely  as  the  prospect  of  a Go- 
vernment oftering  to  buy  up  railways  or  water  companies 
raises  the  price  ot  their  shares,  so  surely  would  the  chance 
of  silver  being  adopte<l  for  coinage  raise  its  pi  ice,  and  the 
.lifticiilty  of  adjusting  the  ratio  would  be  lessened. 
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